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October 4, 1995 File Ref. No. 1120
4293
To the Auditing Standards Board:
Here are comment letters received to date on the Exposure Draft, Amendment to Statement 
on Auditing Standards No. 58, ‘Reports on Audited Financial Statements’:
Name/Affiliation Location
1. Peter H. Burgher Howell, MI
2. Robert U. St. Jean, CPA
St. Jean & St. Jean, P.C. Houston, TX
3. James M. Fremgen, CPA
Naval Postgraduate School Monterey, CA
4. Greg Swalwell Dallas, TX
5. Charles Kirkland, CPA
Kirkland & Associates Hobart, IN
6. Betty A. King, CPA Berea, KY
7. Daniel E. Schultz, Jr.
State o f Ohio
Office o f the Auditor Columbus, OH
8. Robert E. Fleming, CPA
Urbach, Kahn & Werlin PC Albany, NY
9. Coopers & Lybrand LLP New York, NY
Name/Affiliation Location
10. Thomas H. McTavish, CPA
State o f Michigan
Office o f the Auditor General Lansing, MI
11. KPMG Peat Marwick LLP New York, NY
12. Susan M. Koski-Grafer
Financial Executives Institute Morristown, NJ
13. Abraham D. Akresh, CPA Potomac, MD
14. Arthur Andersen LLP Chicago, IL
15. Lucinda V. Upton, CPA
Governmental Training Solutions Lexington, KY
16. L. Hal Rogero, Jr.
Institute o f Management Accountants Montvale, N J
17. Charles Winter, CPA
W inter & Company, P.C. Fords, NJ
18. W alter M. Primoff, CPA
John J. O’Leary, CPA
New York State Society of CPAs New York, NY
19. Ernst & Young LLP Cleveland, OH
20. Randall E. LaSalle
Rutgers University o f New Jersey Camden, NJ
21. Thomas H. McTavish, CPA
Association o f Government Accountants Alexandria, VA
22. David R. Bean
Governmental Accounting Standards Board Norwalk, CT
23. Keith A. May
Colorado Society o f CPAs Denver, CO
24. Deloitte & Touche LLP
25. Margaret Kelly, CPA 
State Auditor o f Missouri
26. Sharon J. Gregor 
Committee on Auditing Services 
Illinois CPA Society
27. Louisiana Society o f CPAs
Audit and Accounting Standards Committee 
  28. Crowe, Chizek and Company
29. Vickie Rauser 
State o f Montana
Office o f  the Legislative Auditor
30. Richard J. McDonnell
U. S. Department o f Transportation 
Maritime Administration
31. Ray Whittington
Auditing Standards Board Liaison Committee
32. Price Waterhouse LLP
33. Jessie C. Powell
Accounting Principles and Auditing Standards 
Committee
California Society of CPAs
34. Grant Thornton LLP
35. Robert O. Dale
PCPS Technical Issues Committee
Name/Affiliation
Wilton, CT
Jefferson, MO
Chicago, IL
Kenner, LA
South Bend, IN  
Helena, MT
Washington, DC
San Diego, CA 
New York, N Y
Redwood City, CA 
New York, NY
New York, NY
Location
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To the Auditing Standards Board:
Here are comment letters received to date on the Exposure Draft, A m endm ent to S tatem ent 
on A ud iting  Standards No. 58, ‘Reports on Audited Financial Statements’:
Name/Affiliation Location
1. Peter H. Burgher Howell, MI
2. Robert U. St. Jean, CPA
St. Jean & St. Jean, P.C. Houston, TX
3. James M. Fremgen, CPA
Naval Postgraduate School Monterey, CA
4. Greg Swalwell Dallas, TX
5. Charles Kirkland, CPA
Kirkland & Associates Hobart, IN
6. Betty A. King, CPA Berea, KY
7. Daniel E. Schultz, Jr.
State of Ohio
Office of the Auditor Columbus, OH
October 4, 1995 
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8. Robert E. Fleming, CPA 
Urbach, Kahn & Werlin PC
9. Coopers & Lybrand LLP 
Sincerely,
Albany, NY
New York, NY
Judith M. Sherinsky, CPA
Technical Manager
Auditing Standards Division
JMS/jw
cc: Reporting on Uncertainties Task Force
October 20, 1995 File Ref. No. 1120
4293
To the Auditing Standards Board:
Here are additional comment letters received to date on the Exposure Draft, Amendment to 
Statement on Auditing Standards No. 58, ‘Reports on Audited Financial Statements’:
Name/Affiliation
10. Thomas H. McTavish, CPA 
State o f Michigan
Office o f the Auditor General
11. KPMG Peat Marwick LLP
12. Susan M. Koski-Grafer 
Financial Executives Institute
13. Abraham D. Akresh, CPA
14. Arthur Andersen LLP
15. Lucinda V. Upton, CPA 
Governmental Training Solutions
16. L. Hal Rogero, Jr.
Institute o f Management Accountants
17. Charles Winter, CPA 
Winter & Company, P.C.
18. Walter M. Primoff, CPA 
John J. O ’Leary, CPA
New York State Society of CPAs
19. Ernst & Young LLP
Location
Lansing, MI
New York, NY
Morristown, NJ
Potomac, MD
Chicago, IL
Lexington, KY
Montvale, NJ
Fords, NJ
N e w  Y o rk , N Y
Cleveland, OH
October 20, 1995 
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Name/Affiliation Location
20. Randall E. LaSalle
Rutgers University of New Jersey Camden, NJ
21. Thomas H. McTavish, CPA
Association o f Government Accountants Alexandria, VA
22. David R. Bean
Governmental Accounting Standards Board Norwalk, CT
23. Keith A. May
Colorado Society o f CPAs Denver, CO
Sincerely,
Judith M. Sherinsky, CPA
Technical Manager
Auditing Standards Division
JMS/jw
cc: Reporting on Uncertainties Task Force
AICPA
American 
institute of 
Certified 
Public 
Accountants
November 2, 1995
1211 Avenue of the Americas 
New York, NY 10036-8775
(212) 596-6200 
Fax (212) 596-6213
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To the Auditing Standards Board:
Here are additional comment letters received to date on the Exposure Draft, Amendment to 
Statement on Auditing Standards No. 58, ‘Reports on Audited Financial Statements’:
Name/Affiliation Location
24. Deloitte & Touche LLP Wilton, CT
25. Margaret Kelly, CPA
State Auditor o f Missouri Jefferson, MO
26. Sharon J. Gregor
Committee on Auditing Services
Illinois CPA Society Chicago, EL
27. Louisiana Society of CPAs
Audit and Accounting Standards Committee Kenner, LA
28. Crowe, Chizek and Company South Bend, IN
29. Vickie Rauser
State o f Montana
Office o f the Legislative Auditor Helena, MT
30. Richard J. McDonnell
U. S. Department o f Transportation
Maritime Administration Washington, DC
31. Ray Whittington
Auditing Standards Board Liaison Committee San Diego, CA
November 2, 1995 
Auditing Standards Board 
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Name/Affiliation
32. Price Waterhouse LLP
33. Jessie C. Powell
Accounting Principles and Auditing Standards 
Committee
California Society o f CPAs
34. Grant Thornton LLP
35. Robert O. Dale
PCPS Technical Issues Committee
Location
New York, NY
Redwood City, CA 
New York, NY
New York, NY
Sincerely,
Judith M. Sherinsky, CPA
Technical Manager
Auditing Standards Division
JMS/jw
cc: Reporting on Uncertainties Task Force
PETER H. BURGHER 
2 BRAMBLEBERRY DR.
HOWELL, Ml 48843
517 546-3799
A u g u s t  9 ,  1 9 9 5
J. M. S h e v in s k y ,  T ech . M g r.
A u d i t i n g  S td s .  D iv  -  AICPA F i l e  4293 
1 2 1 1  A v e n u e  o f  th e  A m e ric a s
New Y o r k ,  NY 100 36 -8775
D e a r  S i r s :
P ro p o s e d  SAS e n t i t l e d  "Amendment t o  SAS N o . 5 8 "  i s  a 
b a d  id e a .
T he  t r e n d  t o  re d u c in g  c o n te n t  in  a u d i t o r ’ s  r e p o r t s  i s  
g o in g  t o  le a d  t o  f u r t h e r  c o n fu s io n  in  t h e  p u b l i c ’ s  
u n d e r s ta n d in g  o f  th e  r o le ,  r e s p o n s i b i l i t i e s  a n d  p e r fo rm a n c e  
o f  in d e p e n d e n t  a u d i t o r s .  T h is  p ro p o s e d  a m e n d m e n t d e le t e s  
f r o m  o p in io n s  m a te r ia l  w h ic h ,  i n  p r a c t i c e ,  s e r v e s  t o  in f o r m  
r e a d e r s  o f  a u d i t o r ’ s r e p o r t s .  B la n d ,  r e p e t i t i v e  a n d  u n i fo r m  
w o r d in g ,  i n  c a s e s  o f  m arked d e p a r tu r e  f ro m  t h e  n o rm , le a v e s  
t h e  p u b l i c  c o ld  and u n in fo rm e d .  M ore and  m o re ,  r e a d e r s  a r e  
n o t  r e a d in g  a u d i t o r ’ s r e p o r t s  "b e c a u s e  t h e y  n e v e r  s a y  
a n y t h i n g "  a s  many la w y e rs  and f i n a n c i a l  a n a l y s t s  in f o r m  
m e. P a ra g ra p h s  3 0 -3 2  and 4 5 -5 1  a re  r e a s o n a b le  e x p o s i t i o n s  
b u t  n o t  s u f f i c i e n t  re a s o n s  to  d e p a r t  f ro m  p r e s e n t  p r a c t i c e .  
D e le t i n g  t h e  s e c t io n  on U n c e r t a in t ie s  s e r v e s  no u s e f u l  
p u r p o s e  a n d  may do a c tu a l  harm .
T he  f o r e g o in g  t o  based  upon 23 y e a r s  p r a c t i c e  a s  a 
m a n a g in g  p a r t n e r  in  a fo rm e r  b ig  8 f i r m  a n d  f i f t e e n  y e a r s  
a c t i v e  p r a c t i c e  as an e x p e r t  w i tn e s s  on a c c o u n t in g  a n d  
a u d i t i n g  m a t t e r s .
S i n c e r e l y
p h b : e d
St. J ean & S t. J ean, P.C. 
Certified Public A ccountants 11211 Katy Freeway 
Suite 550
H ouston, Texas 77079 
(713) 973-7333 
Fax (713) 973-0776
August 15, 1995
Judith M. Sherinsky, Technical Manager
Auditing Standards Division, File 4293
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE: Exposure Draft
Proposed Statement on Auditing Standards 
Amendment to Statement on Auditing Standards No. 58,
Reports on Audited Financial Statements 
Dear Ms. Sherinsky:
The changes as proposed appear reasonable and make sense in 
relation to other pronouncements now in effect. I concur with 
the changes as published.
Very truly yours,
ST. JEAN & ST. JEAN, P.C.
Robert U. St. Jean, CPA
RUS/msm
American Institute of Certified Public Accountants 
Texas Society of Certified Public Accountants
 
CPA
Division for CPA Firms
American Institute of Certified Public Accountants
NAVAL POSTGRADUATE SCHO O L 
Department of Systems Management 
Monterey, California 93943-5000
22 August 1995
Ms. Judith M. Sherinsky
Technical Manager
Auditing Standards Division
File 4293
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Ms. Sherinsky:
I am p leased  to have the opportunity to comment on the p roposed  
am endm ent to SAS No. 58. To begin, I must note that I am  in academ e, 
not in practice. Thus, my comments are not biased by any potential 
personal consequences of the change. On the other hand, they are not 
informed by any experience with clients and the need to w ord an opinion in 
a real situation in which real people stand to gain or lose. So, let the 
reader beware.
Basically, I have no reason to oppose the deletion of the explanatory 
paragraph  regarding uncertainties. However, I find that m ost of the 
argum ents for doing so are equally applicable to other explanatory 
paragraphs that refer to matters already disclosed in the financial “ 
statem ents (e.g., changes in accounting principles and do u b t about going 
concern status). It seems that no explanatory paragraph is intended to 
com m unicate new information to statement users. Its p u rpose  is simply to 
direct the  readers’ attention to something that is already disclosed but is 
considered important enough to warrant emphasis by the auditor. I would 
think m ost readers would regard a material uncertainty a s  m ore important 
than a  change in accounting principle. And the going concern  question is 
simply the  ultimate uncertainty. Thus, a required explanatory paragraph 
about it reflects a difference in degree rather than a fundamental difference 
from other uncertainties.
I would urge the ASB to sample the opinions of both auditors and users 
about the  proposed amendment. If I were an auditor in this litigious 
society, I might decide regularly to exercise the option of em phasizing 
material uncertainties in my report, even though I was not required to  do 
so. It might afford me a marginal additional defense against a  lawsuit. On 
the o ther side, might the change induce users to infer that uncertainties are 
less serious matters and, thus, to be more inclined to sue  when an 
uncertainty becom es an unpleasant reality?
Thanks for the opportunity to comment.
Sincerely,
James M. Frem gen, CPA 
Professor of Accounti n g
1 8 1 8  Sw an D r i v e
D a l l a s ,  T e x a s  7 5 2 2 8 -4 2 1 4
A u g u s t  2 2 ,  1 9 9 5
J u d i t h  M. S h e r i n s k y ,  T e c h n ic a l  M anager
A u d i t i n g  S t a n d a r d s  D i v i s i o n ,  AICPA, F i l e  4293
1 2 1 1  A v e n u e  o f  t h e  A m e r ic a s
New Y o rk , NY 1 0 0 3 6 -8 7 7 5
RE: P r o p o s e d  A m endm ent t o  SAS No. 5 8 , R e p o r t s  o n  A u d i t e d  F i n a n c i a l  S t a t e m e n t s
D e a r  M s. S h e r i n s k y :
I  g e n e r a l l y  s u p p o r t  t h e  a b o v e - r e f e r e n c e d  p r o p o s e d  SAS. H o w e v e r ,  I  w o u ld  p r o h i b i t  
u s e  o f  t h e  o p t i o n a l  "E m p h a s is  o f  a  M a t t e r "  p a r a g r a p h  i n  t h e  a u d i t  r e p o r t  
( p a r a g r a p h  N o . 19  i n  t h e  E x p o s u re  D r a f t )  . F i n a n c i a l  s t a t e m e n t  d i s c l o s u r e s  s h o u l d  
g e n e r a l l y  s t a n d  o n  t h e i r  ow n.
A l l  o f  t h e  e x a m p l e s  l i s t e d  i n  P a r a g r a p h  19 ( i n c l u d i n g  t h e  l a s t  o n e  r e l a t i n g  t o  
c o n t i n g e n c i e s  a n d  o t h e r  u n c e r t a i n t i e s )  a r e  d i s c l o s u r e s  r e q u i r e d  b y  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s .  I f  a n y  s u c h  d i s c l o s u r e s  a r e  a p p l i c a b l e ,  t h e y  
w o u ld  e i t h e r  ( i )  b e  a b s e n t  fro m  t h e  f i n a n c i a l  s t a t e m e n t s ,  i n  w h ic h  c a s e  t h e  
a u d i t o r  w o u ld  i s s u e  a  q u a l i f i e d  o r  a d v e r s e  o p i n i o n ,  o r  ( i i )  b e  i n c l u d e d  i n  t h e  
f i n a n c i a l  s t a t e m e n t s ,  i n  w h ic h  c a s e  no  m e n t io n  n e e d  b e  m ad e  i n  t h e  a u d i t  r e p o r t .  
O t h e r  t h a n  f i n a n c i a l  s t a t e m e n t  d i s c l o s u r e s  c i t e d  i n  P a r a g r a p h  1 1 ( b )  t h r o u g h  (g),  
I  s e e  n o  u s e f u l  p u r p o s e  i n  a l lo w in g  t h e  o p t i o n  t o  e m p h a s iz e  o t h e r  d i s c l o s u r e s  i n  
t h e  a u d i t  r e p o r t .
T h e  E x p o s u r e  D r a f t  sum m ary  n o t e s  t h a t  t h e  C ohen  C o m m is s io n  re c o m m e n d e d  t h e  
e l i m i n a t i o n  o f  t h e  u n c e r t a i n t i e s  e x p l a n a t o r y  p a r a g r a p h  i n  t h e  a u d i t  r e p o r t  
b e c a u s e  t h e  a b s e n c e  o f  s u c h  a  p a r a g r a p h  c o u ld  l e a d  u s e r s  t o  t h e  e r r o n e o u s  b e l i e f  
t h a t  t h e  r e p o r t i n g  e n t i t y  f a c e d  no  m a t e r i a l  u n c e r t a i n t i e s . I  a g r e e  w i t h  t h a t  
r e c o m m e n d a t io n ;  h o w e v e r ,  I  do  n o t  b e l i e v e  t h e  a b i l i t y  t o  i n c l u d e  a n  o p t i o n a l  
e m p h a s i s  p a r a g r a p h  a c c o m p l i s h e s  t h a t  o b j e c t i v e .  T h e  l a s t  e x a m p le  o f  e m p h a s is  
p a r a g r a p h  m a t t e r s  g i v e n  i n  P a r a g r a p h  19 r e l a t e s  t o  c o n t i n g e n c i e s  a n d  o t h e r  
u n c e r t a i n t i e s .  I  b e l i e v e  t h e  sam e p o t e n t i a l  f o r  e r r o n e o u s  c o n c l u s i o n s  t h a t  
c u r r e n t l y  e x i s t  w i t h  t h e  u n c e r t a i n t i e s  e x p l a n a t o r y  p a r a g r a p h  w i l l  c o n t i n u e  w i t h  
t h e  o p t i o n a l  e m p h a s i s  p a r a g r a p h .  F o r  e x a m p le ,  u s e r s  c o u l d  m i s c o n s t r u e  t h e  
p o t e n t i a l  f o r  a  d i s c l o s e d  u n c e r t a i n t y  t o  r e s u l t  i n  a  m a t e r i a l  f i n a n c i a l  s t a t e m e n t  
e f f e c t  d e p e n d i n g  o n  w h e th e r  o r  n o t  t h e  a u d i t  r e p o r t  r e f e r s  t o  s u c h  u n c e r t a i n t y  
i n  a n  o p t i o n a l  e m p h a s i s  p a r a g r a p h .  S i m i l a r l y ,  t h e  o p t i o n a l  e m p h a s i s  i n  t h e  a u d i t  
r e p o r t  o f  m o s t  o t h e r  r e q u i r e d  f i n a n c i a l  s t a t e m e n t  d i s c l o s u r e ,  s u c h  a s  t h o s e  c i t e d  
i n  P a r a g r a p h  1 9 ,  c a n  o n l y  s e r v e  t o  c r e a t e  a  t w o - t i e r e d  s t r u c t u r e  a n d  p o t e n t i a l l y  
l e a d  t o  e r r o n e o u s  c o n c l u s i o n s  t h a t  d i s c l o s u r e s  w h ic h  a r e  r e f e r e n c e d  i n  a n  
o p t i o n a l  e m p h a s i s  p a r a g r a p h  i n  o n e  a u d i t  r e p o r t  a r e  d e e m e d  t o  h a v e  m o re  r e l a t i v e  
i m p o r t a n c e  t h a n  s i m i l a r  d i s c l o s u r e s  n o t  s o  r e f e r e n c e d  i n  a n o t h e r  a u d i t  r e p o r t .
I  b e l i e v e  t h e  o p t i o n a l  u s e  o f  a n  e m p h a s is  p a r a g r a p h  i s  s t i l l  a s  p o t e n t i a l l y  
c o n f u s i n g  a n d  m i s l e a d i n g  a s  t h e  c u r r e n t  u n c e r t a i n t i e s  e x p l a n a t o r y  p a r a g r a p h ,  a n d  
re c o m m e n d  t h a t  u s e  o f  a n  o p t i o n a l  e m p h a s is  p a r a g r a p h  i n  t h e  a u d i t  r e p o r t  b e  
p r o h i b i t e d .  T h a n k  y o u  f o r  y o u r  c o n s i d e r a t i o n  o f  t h e s e  m a t t e r s .
B e s t  r e g a r d s ,
G re g  S w a l w e l l
 KIRKLAND & Associates, P.C.Certified Public Accountants
211 Center Street 
Hobart, Indiana 46342 
Telephone (219) 947-1113
August 28, 1995
Judith M. Sher insky, Technical Manager 
Auditing Standards Division, File 4293 
AICPA
1211 Avenue of the Americas
New Y o r k ,  NY 1 0 0 3 6 - 8 7 7 5
Members of the Auditing Standards Board,
This letter is a comment letter on the Exposure Draft of the 
proposed Statement on Auditing Standards "Amendment to Statement 
on Auditing Standards No. 58 Reports on Audited Financial 
Statements.
I suggest that this proposed SAS include a provision to conform 
SAS 58 to paragraph 14.02 of the Exposure Draft of the proposed 
Audit and Accounting Guide Not-for-Profit Organizations, which 
directs that the opinion paragraph of the auditor’s standard 
report refer to "changes in net assets" instead of referring to 
"results of operations." That Exposure Draft (File 3605.AG) had 
a comment deadline of August 14, 1995.
Thank you for this opportunity to comment on this proposed 
Statement on Auditing Standards.
Sincerely
Charles Kirkland, CPA
Tax, Accounting and Consulting Services for Individuals, Privately Owned Businesses and Not-For-Profit Organizations
 Betty A. King
Certified Public Accountant
Certified Government Financial Manager (AGA) 
M ember :American Institute of CPA's
K Y Society of CPA's
S eptem bers, 1995
Ms. Judith M. Sherinsky
Technical M anager
AICPA Auditing Standards Division
1211 Avenue of the Americas
New York, NY 10036-8775
RE: File 4293
Dear Ms. Sherinsky:
I have reviewed the exposure draft of proposed revisions to S tatem ent on Auditing 
Standards No. 58, Reports on Audited Financial Statements issued July 20, 1995.
In general, the revisions provide excellent guidance for auditors after the issuance of 
Statement of Position 94-6. An option to include an explanatory paragraph to emphasize 
certain m atters is appropriate if management has included adequate  disclosures on risks 
and uncertainties in the notes to the financial statements and the auditor determines that 
emphasis in the auditor’s report is necessary.
However, SOP 94-6 does not apply to governmental entities (See scope  paragraph #3) and 
the proposed revisions to SAS 58 do not offer any specific guidance for auditor’s  reports 
associated with governmental entities. SAS 58 does provide guidance for the basic 
auditor’s  report that is issued for governmental audits, although governmental audits usually 
have additional reporting requirements. The absence of the disclosures required by SOP 
94-6 are not departures from GAAP for governmental entities. The proposed discussion in 
paragraphs 46 through 49 do not reflect that there are differences in GAAP between 
governmental and  nongovernmental entities related to risks and uncertainties. Since the 
proposal does not discuss the differences and notes that the proposal resulted, in part, from 
the issuance of SO P 94-6, auditors of governmental entities are left without guidance for 
reporting on risks and uncertainties. It would be helpful to clarify in SA S 59 how to address 
risks and uncertainties in the auditor’s report for governmental entities.
2431 H W Y  1016 P. O . Box 547 Berea, KY 40403 Ph o n e /F ax 606-986-7987
Betty A. King, CPA
Response to SAS 58 ED
Septem ber 8, 1995
Page 2
I have two other minor comments on the proposal. First, paragraph 30, page 24, indicates 
that
If the auditor has not obtained sufficient evidential m atter to support 
m anagem ent’s assertions about the nature of a m atter involving an 
uncertainty and its presentation or disclosure in the financial statem ents, the 
auditor should consider the need to express a qualified opinion or to disclaim 
an opinion because of a scope limitation.”
This language is a  bit ambiguous because it is not clear that a  scope limitation is a 
restriction imposed by management. If the auditor simply does not perform adequate or 
appropriate audit procedures to gather sufficient evidential matter, then a scope limitation 
does not exist. A scope limitation, in my opinion, only exists when management restricts the 
evidential matter available to the auditors or the audit procedures that an auditor attempts 
to complete. I suggest that the guidance in SAS 59 should clarify that a scope limitation 
represents a restriction by management, not a restriction or an omission by the auditor. 
Second, in paragraph 31, page 2 4 , I believe the wording should be revised a s  follows:
In certain instances, the outcome of future events that may affect the financial 
statements, including required disclosures, is not susceptible of to reasonable 
estimation by management.
I appreciate the opportunity to respond to this exposure draft. If you need any additional 
information, please give me a call.
Betty Pendergrass King, CPA
AICPA\S599509
State of Ohio 
O FFIC E OF THE AUDITOR 
J im  P etro , Auditor of State
88 East Broad Street 
P.O. B o x  1140 
C olum bus, O h io  43216-1140
Telephone 614-466-4514
800-282-0370 
Facsim ile  614-466-4490
September 20, 1995
J u d ith  M . S h e rin sky  
Techn ica l M a n a g e r 
A u d it in g  S tanda rds  D iv is io n  
F ile  4293 
A IC P A
1211 A v e n u e  o f  the  Am ericas 
N e w  Y o rk , N Y  10036-8775
D ear M s. S he rinsky :
W e are p leased to  respond to the Exposure D ra ft (ED), P roposed  Statem ent on 
A u d it in g  S tanda rds  (SAS) Am endment to Statement on  A u d it in g  S tand a rd s  N o . 58, Reports 
on A udited F inancia l Statements.
The A u d ito r  o f the  State o f Ohio is a sta tu tory state a u d it agency w h ose  a u d it practice 
a n n u a lly  encom passes over 4000 financial audits o f a w id e  v a r ie ty  o f  gove rn m en ta l and 
q u a s i-g o v e m m e n ta l agencies. A ud its  are conducted in  accordance w i th  G en e ra lly  Accepted 
A u d it in g  S tandards.
The p ro p o s e d  e lim ina tion  o f the uncertainties exp lana to ry  p a ra g ra p h  is based, in  part, 
u p o n  the  asse rtio n  tha t, w ith  the issuance o f A ccounting  S tandards D iv is io n  Statem ent o f 
P o s itio n  (SOP) 94-6, su ffic ien t guidance is given the fin a n c ia l s ta te m en t p reparer to 
adequa te ly  d isc lose  uncertainties in  financial statements. H o w e ve r, SOP 94-6, § 10640.03 in  
the  c o d ifie d  T echn ica l Practice A ids, provides:
T h is  SOP applies to financial statements prepared in  c o n fo rm ity  w ith  genera lly  
accepted accounting principles...applicable to  n o n g o v e rn m e n ta l entities. 
(E m phas is  added)
W h ile  w e  note  tha t "(u)nusually im portan t risks o r u n c e rta in tie s  associated w ith  
con tingenc ies , s ig n if ic a n t estimates, or concentrations(.)" (ED page 21, p a ra g ra p h  19) m ay be 
e m p h a s iz e d  b y  th e  a u d ito r  in  h is rep ort, w e  b e lie v e  a d d it io n a l  g u i d a n c e  s h o u ld  b e  p r o v id e d  
fo r  a u d ito rs  re p o r t in g  on  uncertainties associated w ith  g o v e rn m e n ta l e n tit ie s ' financ ia l 
s tatem ents, s ince , as no ted  above, SOP 94-6 is not app licable to  g o v e rn m e n ta l entities. W e 
suggest th a t th e  A IC P A 's  Governmental Accounting and A u d it in g  C o m m itte e  be consu lted 
fo r  a p p ro p ria te  m od ifica tions  to this proposed SAS.
W e app rec ia te  th is  o p p o rtu n ity  to com m ent on  th is m atter. I f  y o u  have  a n y  questions 
o r com m ents, please fee l free to  contact e ither m yself o r o u r te c h n ica l s u p p o r t  g roup , L. 
M ichae l H o w a rd , S en io r D epu ty  A u d ito r, a t (614) 466-5085.
V e ry  T ru ly  Yours,
 
Daniel E. Schultz, Jr.
Chief Deputy Auditor
D E S /lm h
UK
&W Urbach Kahn &  Werlin PCCERTIFIED PUBLIC ACCOUNTANTS
September 28, 1995
Ms. Judith M. Sherinsky
Technical Manager
Auditing Standards Division, File 4292
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Ms. Sherinsky:
I have the following comments on the Exposure Draft ("Draft") of the proposed standard to amend SAS 
No. 58, Reports On Audited Financial Statements.
As a general observation, I completely support the Board's overall objective in this Draft, which is the 
elimination of the existing requirement for an auditor to add an uncertainties explanatory paragraph to 
the auditor's report. The "Why Issued" and "Background Information" sections of the Draft summary 
provide the foundation in this regard and are extremely persuasive in justifying the rationale for the 
proposal. I am concerned, however, that the Draft still permits -  and may even encourage -- language 
similar to the previous requirement, by virtue of the last bullet item example of an emphasis matter in 
paragraph 19.
I believe the Board has significantly diluted the objective of eliminating an uncertainties paragraph by 
suggesting similar wording as an emphasis of a matter example. In my opinion, the Board has a 
substantial basis for eliminating the audit report modification for uncertainties, but yet is apparently 
choosing to de facto perpetuate it by display as an emphasis of matter example. I also have a general 
reservation about the appropriateness of elevating the subject matter of a new Statement of Position 
(94-6), to an emphasis of matter example. The previous examples and related guidance have served 
the profession well, principally because they have been very broad based in nature, and did not require 
revision, for example, for recently issued category (b) pronouncements in the GAAP hierarchy. For 
these reasons, I recommend that this example item in the last bullet be deleted.
I also believe that the guidance contained in new paragraph 66 -- previously contained in footnote 11 - 
- should be eliminated. This paragraph, which permits an auditor to decline to express an opinion in 
situations involving uncertainties, is no longer relevant and is without the context that previously 
existed in SAS 58 when uncertainty considerations were dealt with in great detail. An auditor 
choosing this option for instance, no longer has the benefit of the background and foundation that was 
previously provided.
If the Board believes that it is still necessary to specifically enable an auditor to disclaim an opinion for 
reasons other than scope limitations, a more general provision could be added to this "Disclaimer of 
Opinion" section.
I appreciate the opportunity to provide the Board with these comments and, if necessary, would be 
pleased to discuss them at greater length.
Very truly yours,
URBAC H KAHN & WERLIN  PC
REF/ca
Robert E. Fleming, CPA 
Shareholder
66 State Street, A lb a ny, NY 12207-2595 (518) 449-3166 F A X  (518) 449 -5832  
Worldwide C overage through Urbach Hacker Young International
Coopers 
&  Lybrand
Coopers & Lybrand L L P . 1251 Ave o f the Am ericas telephone (212)536-2000 
New York, NY 10020-1157
facsim ile  (212) 536-3500 
(212) 536-3035
a professional services firm
Septem ber 29, 1995
Ms. Judith  M. Sherinsky
Technical M anager, A uditing Standards Division
File 4293
Am erican In stitu te  o f  Certified Public Accountants
1211 A venue o f  th e  Am ericas
N ew  Y ork, N Y  10036-8775
D ear M s. Sherinsky:
W e are pleased to  w rite  this letter in support o f  the proposed Statement on  A uditing Standards, 
A m endm ent to  S ta tem en t on Auditing Standards No. 58, Reports on Audited F inancia l
Statements. W e ag ree  w ith the basic premise that uncertainties adequately disclosed in the  
financial sta tem ents should not be required to be mentioned in the auditor's report.
N otw ithstanding o u r  support for the proposal, we have the following com m ent on  the exposure 
draft:
Paragraph 79 p rov ides transition guidance. We believe that including a transition
em phasis-of-a-m atter paragraph is inconsistent with the intention o f the change. W hile the  
transition parag raph  is no t required, the suggestion that it may be used could  provide a problem  
for practitioners w h o  do not use it. We believe that this paragraph should n o t be  included in the 
final standard.
I f  you have any questions about our comments, please contact James S. G erson  a t 212/536-2243.
Sincerely,
Coopers & Lybrand L .L .P ., a registered lim ited liability partnership, is a member firm  o f Coopers & Lybrand (In ternational).
State of Michigan
O ffice of the A uditor G eneral 
201 N. W ashington S quare 
Lansing, M ichigan 48913
(517) 334-8050 T hom as  H . M cT avish , C.P.A.
Fax (517) 334-8079 A uditor General
October 3, 1995
Ms. J u d ith  M. Sherinsky, Technical Manager
A uditing S tan d ard s  Division, File 4293
Am erican In s ti tu te  of Certified Public Accountants
1211 A venue of the  Americas
New York, N ew  York 10036-8775
D ear Ms. Sherinsky:
We have review ed the  Exposure Draft (ED) of the proposed S ta te m e n t on Auditing 
S tandards, en titled  Amendment to Statement on Auditing S ta n d a rd s  No. 58, R eports  
on A u d ite d  F in a n c ia l Statements, and agree in principle w ith  th e  proposed guidance. 
We do, how ever, have one comment for consideration by th e  A uditing  S tandards 
Board (Board).
P a rag raph  78, on Page 39 of the ED, states th a t "This S ta te m e n t is effective for 
reports issu ed  or reissued on or after June 30, 1996. E a r lie r  application of the 
provisions o f th is  Statem ent is permissible." In  its Sum m ary to  th e  ED, the  Board 
not only exp la ins th a t  the proposed Statem ent would fully im p lem en t the  Cohen 
Com mission’s recommendation to eliminate the required u n ce rta in tie s  explanatory 
parag raph  in  th e  auditor's report, but also acknowledges th a t  th e  cu rren t reporting 
s tan d ard  can  potentially  distract a  reader from the financial s ta te m e n t disclosures, 
including th o se  required by AICPA Statem ent of Position 94-6. F o r these  reasons, 
we believe th a t  the  effective date of the final S ta tem ent shou ld  be as timely as 
possible for th e  profession. Therefore, assuming th a t th e  f in a l S ta tem en t can be 
issued w ith in  six ty  days after the comment deadline, we recom m end th a t  P ara ­
graph 78 be revised  to read "This Statem ent is effective for rep o rts  issued  or reissued 
on or a fte r D ecem ber 3 1 , 1995. Earlier application of the provisions of th is  S tatem ent 
is perm issible." A t a  minimum, if the Board elects to re ta in  th e  proposed effective 
date, e a rlie r  application should be encouraged, ra ther th a n  m ere ly  perm issible.
We app recia te  th e  opportunity to comment on th is Exposure D raft. Should you have 
any questions, or desire further details on our comment, p lease con tac t m e or Jon  A. 
Wise, C.P.A., D irector of Professional Practice.
Sincerely,
 
Thomas H. McTavish, C.P.A.
Auditor General
Peat Marwick llp
59 9  L e x in g to n  A venue Telephone 212 909 5400 T e le fa x  212 9 0 9  5699
N e w  York, NY 10022
October 4, 1995
Ms. Judith M . Sherinsky
Technical Manager
Auditing Standards D ivision, File 4293 
American Institu te o f Certified Public Accountants 
1211 Avenue o f  the Americas
New York, N ew  Y o rk  10036-8775
Dear Ms. Sherinsky:
We are pleased to respond to the AICPA Auditing Standards Board’s request fo r comment on the 
exposure dra ft: “ Proposed Statement on Auditing Standards and Statement on Standards for 
Attestation Engagements, Amendment to Statement on Auditing Standards No. 58, “ Reports on 
Audited F in a n c ia l Statements" (the Proposed Amendment). We support the issuance o f the 
Proposed Am endment, however, we present the fo llow ing comments and suggestions fo r the 
Board’ s consideration (paragraph references are to new paragraph numbers):
Paragraphs 29 &  30 -  W e believe these two paragraphs would flow  better i f  the firs t sentence o f 
paragraph 30 were moved to the end of paragraph 29, as paragraph 29 provides a general frame 
o f reference to  iden tify  what an uncertainty is and the first sentence o f  paragraph 30 further 
defines an uncertainty. This would leave paragraph 30 more focused as a discussion o f a scope 
lim itation related to an uncertainty.
Paragraph 30 — W e believe that paragraph 30 is somewhat confusing and should be rewritten to 
more closely para lle l and provide a better lead-in to paragraph 31. The p rim ary source o f 
confusion derives from  paragraph 30’s reference to management’ s respons ib ility  to “ analyze 
relevant ex isting conditions and their effects on the financial statements”  versus paragraph 31’s 
reference to “ reasonable estimation by management.”  We suggest the fo llow ing :
30. A  qua lifica tion or disclaimer o f opinion because o f  a scope lim ita tio n  is 
appropriate when sufficient evidential matter does or did exist bu t was not available to 
the aud ito r fo r reasons such as management’ s record retention polic ies o r a restriction 
imposed by management. However, sufficient evidential matter cannot be expected to 
exist concern ing the ultimate outcome of an uncertainty because the outcome, and 
therefore the evidential matter, is prospective. In  th is  s itu a tio n , m anagem ent is 
responsib le, based on its analysis o f existing conditions, fo r  e s tim a ting  the effect o f 
fu tu re  events on the financia l statements and re lated d isc losu res  p re p a re d  in  
accordance w ith  generally accepted accounting p rinc ip les . A n  aud it includes an 
assessment o f  whether the evidential matter is sufficient to  support management’s 
analysis. I f  the auditor is unable to obtain sufficient ev iden tia l m atter to support 
management’ s assertions about the nature o f a matter invo lv ing  an uncertainty and its 
presentation or disclosure in the financial statements, the auditor should consider the need 
to express a qualified opinion or to disclaim an opinion because o f  a scope lim ita tion.
Member Firm of
Klynveld Peat Marwick Goerdeler
Peat Marwick llp
M s. Judith  M . Sherinsky  
O ctober 4, 1995 
Page 2
Paragraph 31 — W e suggest two minor editorial changes: The “ o f ’ in the second lin e should be 
replaced w ith  “ to”  (“ ... is not susceptible to reasonable estimation...” ). In  the fo u r th  line, we 
suggest the fo llo w in g  change: “ ... should be adjusted or in  by what amount.”
Paragraph 32 -  The reference to “ this situation”  in the first sentence is unclear (i.e., is it  referring 
to the s ituation described in paragraph 31 or 30?). Accordingly, we suggest the fo llow ing 
w ord ing fo r  the f irs t sentence: “ Scope lim ita tions  re la tin g  to  u n c e rta in tie s  should be 
differentiated from  . .. ” .
Paragraph 45 — The section addressing “ uncertainties and scope lim ita tions”  (paragraphs 29 
through 32) discusses only uncertainties even though it  refers to SOP 94-4, Disclosure o f  Certain 
Significant Risks and Uncertainties. Paragraph 45, on the other hand, addresses both risks and 
uncertainties. W e believe the addition of “ risks” at this point in the standard would inject an 
element o f confusion into the standard that is not warranted. W hile we agree that departures from 
G AAP could occur relating to both risks and uncertainties, we believe that there also could be 
scope lim ita tions relating to required disclosures of “ risks.”  The fina l Amendment should make 
this clear.
Paragraphs 47-51 - The section beginning at paragraph 45 is headed up as “ R isks o r  uncertainties 
and departu res  fro m  generally accepted accounting principles, and m a te ria lity  
considerations,”  and paragraph 47 begins with a statement that the auditor should consider  
materiality in  evaluating disclosures of risks and uncertainties. However, the remaining discussions 
in paragraph 47 and in paragraphs 48 through 51, which were substantially lifted  from  the original 
standard, focus on ly  on materiality considerations related to uncertainties. This could cause 
confusion as to whether materiality considerations for risk are the same as fo r  uncertainties. W hile 
we do not advocate providing a detailed discussion in this standard w ith  respect to materiality 
considerations related to risk disclosures, we believe that paragraph 47 can be made more general 
(i.e., to apply equally to risks and uncertainties) simply by rearranging the sentences and splitting the 
paragraph in to tw o  paragraphs. We suggest that the new paragraph 47 be comprised o f the first and 
fourth sentences o f the proposed paragraph 47 as follows:
47. The auditor should consider materiality in evaluating the adequacy o f disclosure o f 
matters invo lv ing  risks or uncertainties in the financial statements in  the context o f the 
financia l statements taken as a whole. The auditor’ s consideration o f  materiality is a matter 
o f professional judgment and is influenced by his perception o f the needs o f a reasonable 
person who w ill rely on the financial statements.
The remaining sentences o f the proposed paragraph 47 would become new paragraph 48. We 
also suggest that proposed paragraphs 48 and 49 be combined into a new paragraph 49. We 
believe that implementation o f this suggestion would provide adequate general guidance w ith 
respect to m ateria lity  considerations for both risks and uncertainties, retain the existing detailed 
discussion related only to uncertainties, and prevent confusion as to whether the materiality 
considerations fo r risks are the same as for uncertainties.
Paragraph 66 — The language in this paragraph was substantially lif te d  from  footnote 11 to 
paragraph 16 o f  the existing standard. However, the phrase, “ associated w ith  contingencies or 
significant estimates,”  was added to the first sentence as a description o f  uncertainties fo r which 
the auditor may decide to disclaim an opinion. Footnote 11 did not include any restrictions as to
T itle , C o-au thor(s), Journal Key F ind in g s
1. Auditors' Views on the Type of Audit Report Issued 
to Entities with G oing Concern Uncertainties, with 
Asokan Anandarajan, forthcoming Accounting  
Horizons.
2. Disclaimer o f O pinion for Entities with Going 
Concern Uncertainties, with Asokan Anandarajan and 
Allie Miller, subm itted to A uditing: A  Journal o f  
Practice & Theory.
3. Independence and the Auditor's Going Concern 
Reporting Decision, The A ud itor's Report, Fall 1994.
4. Reporting Options in the Presence of Going Concern 
Uncertainties: A n Em pirical Analysis of Factors 
Associated, with A uditors' Choice with Asokan 
Anandarajan subm itted to Journa l o f  Accounting, 
Auditing & F inance.
There is widespread differences am ong the factors that audit 
partners think are important for their decision.
5. Bank Loan O fficers’ Reactions to Audit Reports 
Issued to Entities w ith L itigation and Going Concern 
Uncertainties, w ith A sokan Anandarajan, submitted to 
A ccounting H orizons.
Entities that have been issued a  disclaim er are more likely to 
have more bad news items, few er good news items, and 
weaker internal controls than entities that have been issued 
an unqualified modified rep o rt Entities with disclaimers 
are also more likely to be larger and publicly held. Auditors 
are less likely to disclaim an opinion when it is relatively 
more important for them to retain their c lien t Auditors who 
believe that the going concern report offers protection 
against legal liabilities are m ore likely to issue a  disclaimer 
if they perceive a risk o f being sued.
The vast majority of auditors stated  that ( 1) their client 
concern with the type of audit to be issued and (2) the risk 
of being sued are important factors to be considered for 
their decision. Some may view these results as a violation 
of independence.
Based on a sample of financial and non-financial publicly 
held firms, this study found the several financial ratios 
reflecting financial distress to increase the probability of a 
firm receiving a disclaimer. C ontrary to critics that allege 
that CPA firms are more lenient w ith their larger clients, the 
findings indicate that larger clients are more likely to 
receive a disclaimer than sm aller clients. The results also 
indicate that auditors with a short association with a  client 
are more likely to disclaim than auditors with longer 
associations.
Findings for both litigation uncertainties and going concern 
uncertainties indicate that there can  be serious consequences 
to entities receiving a disclaimer o f  opinion. Bank loan 
officers’ willingness to grant a  line o f  credit is significantly 
lower for entities with a disclaim er attributable to either 
litigation or going concern uncertainties. Results for 
litigation uncertainties also show  that a  disclaim er (1) 
decreases loan officers’ assessm ent o f the entity’s ability to 
service their debt, (2) reduces the  assessed likelihood that 
the entity can improve its profitability, and (3) increases the 
point spread that would be charged if  the entity was granted 
a loan. However, the results fo r the entities receiving a 
going concern audit report were m ixed
F IN A N C IA L  E X E C U T IV E S  
IN S T IT U T E
Susan M. Koski-Grafer
Vice President - Professional Development
O c to b e r  4 ,  1 99 5
M s. J u d i t h  M . S h e r in s k y
T e c h n ic a l  M a n a g e r
A m e r ic a n  I n s t i t u t e  o f  CPAs
A u d i t i n g  S ta n d a r d s  D iv is io n
1211  A v e n u e  o f  t h e  A m e r ic a s
New Y o r k ,  NY 1 0 0 3 6 -8 7 7 5
R e: F i l e  4293
D e a r M s . S h e r in s k y :
T he  C o m m it te e  o n  C o rp o ra te  R e p o r t in g  (CCR) o f  t h e  F i n a n c i a l  
E x e c u t iv e s  I n s t i t u t e  (F E I)  w is h e s  t o  com m ent o n  t h e  A IC P A 's  
E x p o s u re  D r a f t  (E D ) , t i t l e d  Am endm ent t o  S ta te m e n t  o n  A u d i t i n g  
S ta n d a r d s  N o . 5 8 ,  R e p o r ts  on  A u d ite d  F i n a n c i a l  S t a t e m e n t s . A s
s t a t e d  i n  t h e  ED, t h i s  p ro p o s e d  s ta te m e n t  w o u ld  a m end  SAS N o . 58 t o  
e l i m i n a t e  t h e  r e q u ir e m e n t  t h a t ,  when c e r t a i n  c r i t e r i a  a r e  m e t ,  t h e  
a u d i t o r  a d d  a n  u n c e r t a i n t i e s  e x p la n a to r y  p a r a g r a p h  t o  t h e  A u d i t o r ' s  
r e p o r t .
P r i o r  t o  c o m m e n tin g  on  t h i s  ED and  d u e  t o  t h i s  E D 's  i n t e r r e l a t i o n  
w i t h  S ta te m e n t  o f  P o s i t io n  9 4 -6 ,  D is c lo s u r e  o f  C e r t a i n  S i g n i f i c a n t  
R is k s  a n d  U n c e r t a i n t i e s , we w o u ld  l i k e  t o  b r i e f l y  r e i t e r a t e  o u r  
c o n c e r n s  w i t h  SOP 9 4 -6 .
I n  a  CCR l e t t e r  t o  D e n n is  R. B e r e s fo r d ,  C h a irm a n  o f  t h e FASB, d a te d  
A u g u s t  3 0 ,  1 9 9 4 , CCR e x p re s s e d  c o n c e rn  o v e r  t h e  A IC P A 's  p ro p o s e d  
SOP o n  R is k s  a n d  U n c e r t a in t ie s .  CCR s t a t e d  "w e  b e l i e v e  t h a t  a  
p r o p o s a l  o f  t h i s  m a g n itu d e  n e e d s  t o  f o l l o w  a  f u l l  d u e  p r o c e s s  
i n c l u d i n g  p u b l i c i t y  v i a  n o rm a l FASB c h a n n e ls  a n d  o p e n  e d u c a t io n  
fo ru m s  t h a t  f u l l y  r e v ie w  p o s s ib le  im p a c ts  o f  t h i s  SOP o n  n o t  j u s t  
a u d i t i n g  p r a c t i c e s  b u t  a ls o  on  r e p o r t i n g  p r a c t i c e s . "  T h is  d r a f t  
SOP w as s u b s e q u e n t ly  p u b l is h e d  as  SOP 9 4 -6  a n d  i s  c u r r e n t l y  
e f f e c t i v e  f o r  f i n a n c i a l  s ta te m e n ts  is s u e d  f o r  f i s c a l  y e a r s  e n d in g  
a f t e r  D e c e m b e r 1 5 , 199 5 . CCR s t i l l  b e l ie v e s  t h a t  t h e  p r o v i s i o n s  o f  
SOP 9 4 - 6  c o u ld  e x t e n s iv e ly  a f f e c t  f i n a n c i a l  s t a t e m e n t  p r e p a r e r s  
h o w e v e r ,  t h e  r e q u ir e m e n ts  a re  n o t  c l e a r .  S ta te m e n t  p r e p a r e r s  n e e d  
m o re  t im e  t o  u n d e r s ta n d  th e  in te n d e d  a p p l i c a t i o n  o f  SOP 9 4 - 6 .  We 
re co m m e n d  t h a t  a t  a m in im um , t h e  e f f e c t i v e  d a t e  f o r  SOP 9 4 -6  b e  
d e la y e d .
10 M a d iso n  Ave., P.O. Box 1938, M orristow n, NJ 07962-1938 (201) 89 8-46 07  F A X  (2 01 ) 898-4649
M s . J u d i t h  M . S h e r  i n s k y ,  A IC P A  
P a g e  T w o
O c t o b e r  4 ,  1 9 9 5
G e n e r a l ly  CCR a g re e s  w i t h  th e  am endm ent t o  SAS N o . 58  p r o v i d i n g  f o r  
t h e  e l i m i n a t i o n  o f  t h e  re q u ire m e n t  f o r  e x p la n a t o r y  u n c e r t a i n t i e s  
p a r a g r a p h .  H o w e v e r,  e x p a n d in g  t h e  g u id a n c e  t h r o u g h  t h e  a d d i t i o n  t o  
p a r a g r a p h  19 o f  t h e  ED t o  g iv e  th e  a u d i t o r  a n  o p t i o n  t o  e m p h a s iz e  
u n c e r t a i n t i e s  a s s o c ia te d  w i t h  c o n t in g e n c ie s ,  s i g n i f i c a n t  e s t im a t e s  
o r  c o n c e n t r a t i o n s  w i l l  q u i t e  p o s s ib l y  r e s u l t  i n  a n  u n c e r t a i n t i e s  
p a r a g r a p h  s t i l l  b e in g  p re s e n te d .  I n  o t h e r  w o r d s ,  s h i f t i n g  t h e  
a d d i t i o n a l  p a r a g r a p h  f ro m  r e q u i r e d  t o  o p t i o n a l  w i l l  n o t  n e c e s s a r i l y  
r e s u l t  i n  t h e  e l im in a t i o n  o f  a n  u n c e r t a i n t i e s  p a r a g r a p h .
I f  f o o t n o t e  d i s c lo s u r e  i s  a d e q u a te , a n  u n c e r t a i n t i e s  p a r a g r a p h  i n  
t h e  a u d i t o r ' s  r e p o r t  s h o u ld  n o t  be  n e c e s s a r y .  T h i s  i s  n o t  c l e a r l y  
s t a t e d  o r  i n d i c a t e d  i n  th e  c u r r e n t  ED. CCR re c o m m e n d s  e x p a n d in g  
t h e  l a s t  s e n te n c e  o f  p a ra g ra p h  31 o f  t h e  ED t o  i n c lu d e  t h e  
f o l l o w i n g  la n g u a g e :  "a n d  no f u r t h e r  d is c u s s io n  o f  u n c e r t a i n t i e s  
w o u ld  b e  e x p e c te d  b y  th e  a u d i t o r s  i n  a  s e p a r a t e  e m p h a s is  
p a r a g r a p h . "
The  ED s t i p u l a t e s  t h i s  Amendment t o  SAS N o . 58  b e  e f f e c t i v e  f o r  
r e p o r t s  is s u e d  o r  r e is s u e d  on o r  a f t e r  J u n e  3 0 ,  1 9 9 6 .  SOP 9 4 -6  i s  
e f f e c t i v e  f o r  f i n a n c i a l  s ta te m e n ts  is s u e d  f o r  f i s c a l  y e a r s  e n d in g  
a f t e r  D e c e m b e r 1 5 , 19 9 5 . Due t o  t h e i r  i n t e r r e l a t i o n ,  w e b e l ie v e  
t h e  e f f e c t i v e  d a te  f o r  t h e  Amendment t o  SAS N o . 58  a n d  f o r  SOP 9 4 -6  
s h o u ld  b e  t h e  sam e. T h e re  w i l l  be  a d is c o n n e c t  f o r  t h e  a u d i t o r s  i f  
SOP 9 4 - 6  i s  e f f e c t i v e  p r i o r  t o  SAS N o . 5 8 .
CCR re c o m m e n d s  t h a t  t h e  AICPA f i r s t  d e la y  im p le m e n t a t io n  o f  SOP 9 4 -  
6 f o r  r e a s o n s  s t a t e d  above  and th e n  a d d re s s  SAS N o . 58 c o n s id e r in g  
t h e  a b o v e  m o d i f i c a t i o n .
We a p p r e c ia t e  y o u r  c o n s id e r a t io n  o f  o u r  c o m m e n ts  a r id  w i l l  be  
a v a i l a b l e  t o  d is c u s s  them  in  m ore  d e t a i l  u p o n  y o u r  r e q u e s t .
S i n c e r e l y ,
S u s a n  K o s k i - G r a f e r
S K G /a fc
q.ccrcommcentltrs
ABRAHAM D. AKRESH 
CERTIFIED PUBLIC ACCOUNTANT 
9209 GATEWATER TERRACE 
POTOMAC, M D  20854
301-762-0341
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Am erican In s titu te  o f CPAs
1211 Avenue o f the Americas
New Y o rk , N Y  10036-8775
A tten tion : M s. Jud ith  M . Sherinsky, Technical Manager 
A u d it in g  Standards Division
Re: F ile  4293
Gentlem en:
I  reviewed the  exposure draft o f the proposed Statement on A u d itin g  Standards,
"Am endm ent to  Statement on Auditing Standards No. 58". I  be lieve the statement should 
be issued because i t  represents a first step towards a more understandable aud ito r’s report -  
one where in fo rm a tio n  provided by the auditor is really new in fo rm a tion , no t a repeat o f 
something th a t’s already in  the financial statements. The Cohen Com m ission was correct -- 
no useful in fo rm a tio n  is provided by an additional paragraph on uncerta in ties.
A t  the same tim e, I  suggest that the Board consider the other recom m endations o f the 
Cohen Com m ission. Just as there is no logical reason fo r an unce rta in ty  paragraph, there is 
no reason fo r  a consistency paragraph or a going concern paragraph. The same arguments 
that you present fo r  the uncertainty paragraph hold true fo r these o th e r paragraphs -- they 
provide no new in form ation, accounting standards are adequate in  these areas, auditors can 
use an emphasis paragraph i f  they choose, and readers m ight m isunderstand the auditor's 
responsib ilities because o f these paragraphs. Let's make a ll paragraphs fo llow ing  the opinion 
optiona l emphasis paragraphs.
The log ic  fo r  a disclaim er o f opinion in  a situation involving uncerta in ties is unclear. 
Paragraph 66 indicates a disclaimer may be issued, but doesn't exp la in  when o r why. A fte r 
much though t, I  can't envision a situation when a disclaimer is necessary unless the auditor's 
scope has been lim ited . But scope lim itations are discussed in  paragraphs 63 and 64. 
Paragraph 30 makes clear that uncertainties are not scope lim ita tions . Paragraph 66 is 
inconsistent w ith  paragraph 30. I f  the auditor needs to disclaim, he o r  she hasn't done 
enough w o rk . I f  the Board believes there are situations other than scope lim ita tions where a 
d iscla im er is necessary, it  should describe those situations fo r practitioners.
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In  sum mary, I  suggest the Board drop paragraph 66 and issue the  s ta tem en t. T h e n  the 
Board shou ld  w o rk  to  elim inate the requirement fo r consistency pa rag raphs and going 
concern paragraphs.
Sincerely,
Abraham  D . A kresh  
CPA
 A rthurA ndersen
A rthur A ndersen & Co. SC
O cto b er 9 ,  1995
M s . Ju d ith  M . S h e r in s k y
T ech n ical M a n a g e r
A u d it in g  S ta n d a rd s  D iv is io n
c / o  A m e ric a n  In stitu te  o f C ertified  Public Accountants
1211 A v e n u e  o f  A m e r ic a s
N e w  Y o r k , N e w  Y o r k  10036-8775
A r t h u r  A n d e rs e n  L L P
t * -----------------------------
69 West Washington Street 
Chicago IL 60602-3002 
312 580 0069
RE: File 4293
D ear M s . S h e rin s k y :
T his letter is in  re s p o n s e  to the request for com m ents on the E xp osu re D r a ft  o f  th e  p ro p o se d  
Statem en t o n  A u d it in g  Stan d ards, "A m endm ent to Statem ent on A u d it in g  S ta n d a rd s  N o . 58, 
'Reports o n  A u d it e d  Fin an cial Statem ents.'"
O vera ll C om m ent
W e stro n g ly  s u p p o r t , for the reasons set forth in  the su m m ary an d b a c k g r o u n d  sectio n s o f the 
e xp o su re  d ra ft, th e  p ro p o se d  am endm ent to S A S  N o. 58 to elim inate th e  re q u ire m e n t to 
in clu d e  a n  e x p la n a to r y  fou rth  paragraph for m aterial uncertainties in  th e  a u d ito r 's  rep ort. W e  
also su p p o rt r e ta in in g  the explanatory fourth paragraph requirem ent fo r  th o se  circu m stan ces 
in  w h ich  th ere is  su b sta n tia l d ou b t about an entity's ability to con tin u e as a  g o in g  co n cern .
O n e  o f the re a so n s  c ite d  in  the exposure draft for the elim ination o f th e  e x p la n a to ry  fo u rth  
p ara g ra p h  is th a t  th e  "ab sen ce o f an uncertainties explanatory p a ra g ra p h  in  th e  a u d ito r 's  
report c o u ld  c a u s e  fin a n cia l statem ent users to incorrectly conclude th a t th e  e n tity  faces n o 
s ig n ifica n t risk s  o r  u n certain ties." In this regard, the 1994 edition o f  A c c o u n tin g  T re n d s  a n d  
T ech n iq u es r e v e a ls  th a t d u rin g  the four-year period 1990 through 1993, w h ile  th e re  w e re , on 
av erage, d is c lo s u re s  o f  litigation  in  376 annual reports each year, the n u m b e r  o f  e x p la n a to ry  
fou rth  p a r a g ra p h s  fo r  these sam e uncertainties averaged o n ly  19 or r o u g h ly  5% e a c h  year. A n  
e ven  low er p e r c e n ta g e  w o u ld  likely be the case w ith respect to loss c o n tin g e n c ie s  in v o lv in g  
e n v iro n m en ta l d isc lo su re s .
It is d iffic u lt to k n o w  exactly  the reasons for the sparsity o f exp lan ato ry  fo u r th  p a ra g ra p h s . 
H o w e v e r, w e  s u s p e c t  auditors are m odifying their reports only in  th e m o s t e x tre m e  cases 
(h igh ly  p ro b a b le  lo s s  co n tin gen cy , but no provision recorded) because o f  th e  d iffic u lty  in
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e v a lu a tin g  th e  m o re  ty p ica l uncertainty—those that fa ll in  the "re a so n a b ly  p o ss ib le "  catego ry . 
T h u s, cu rren t p ractice  w o u ld  seem  to support the very concern n o te d  a b o v e .
S e p arately , w e  h a v e  th e  follow in g com m ents and recom m endations o n  th e  e x p o su re  d ra ft 
w h ich  w e  b e lie v e  w o u ld  im prove the guidance and its im p lem en tatio n .
P rin c ip a l Com m ents
O u r  p rin cip a l co m m e n ts  relate to the follow ing aspects o f the exp o su re  draft: (1) the o p tio n a l 
e m p h asis o f  a  m a tte r p aragrap h  to h ighlight risks an d  uncertainties, (2) th e  p ro p o se d  Ju n e  30th 
effective d ate  (w ith  early  adoption allowed) and (3) the discussion in  p a r a g ra p h s  47 th ro u g h  49 
on e v a lu a tin g  th e  a d e q u acy  of disclosures o f matters in v o lv in g  risks o r u n certa in tie s.
O p tio n a l U s e  o f  th e  E m p h a sis  o f a M atter Paragraph to H ig h lig h t  R i s k  a n d  U n c e rta in tie s
T h e p ro p o se d  a m e n d m e n t to S A S  N o. 58 adds to the list o f exam ples o f  m a tte rs th a t the 
au ditor m a y  w is h  to ca ll attention to in an em phasis-of-a-m atter p a r a g ra p h , "u n u su a lly  
im p o rta n t risk s  or uncertainties associated w ith  contingencies, s ig n ific a n t e stim a tes , or 
co n cen tratio n s.."  W h ile  w e  agree that an auditor sh o u ld  n o t be p re c lu d e d  fr o m  e m p h a s iz in g  a 
m atter r e g a r d in g  th e  fin an cial statements, it seems inconsistent to e lim in a te  th e  req u ire m e n t to 
red fla g  m a te ria l uncertainties and at the sam e tim e accord th em  the s a m e  s ta n d in g  as other 
p ossib le  ca n d id a te s  fo r  a n  em phasis of a m atter paragraph. F u rth erm o re, n o  g u id a n c e  is 
p ro v id e d  in  th e  p ro p o se d  am endm ent as to w h at m ig h t constitute " u n u s u a lly  im p ortan t" risks 
or u n certain ties.
W e  b elieve  th a t th e  p u b lic  is not w ell served by this p ro p o sed  a d d itio n  to  th e  u s e  o f  an  
em p h asis  o f  a  m a tte r  p aragrap h . A m o n g  other things, it co u ld  h a v e  th e  u n in te n d e d  effect o f 
c a u sin g  a u d ito rs  to  su b stitu te, perhaps on a more frequent basis th a n  b e fo re , a n  em p h a sis-o f-a- 
m atter p a r a g r a p h  fo r  w h a t w o u ld  or should h ave been the required e x p la n a to r y  fo u rth  
p a ra g ra p h , a n d  w ith o u t the benefit of any guidelines to drive co n sisten t p ra ctice —a w o rse  
p o sitio n  th a n  e x ists  u n d e r  current standards. I f  such practice becam e w id e s p r e a d , it w o u ld  
co n tin u e o n e  o f  th e  k e y  risks that the Board is attem pting to address; i .e . ,  th e  "a b se n c e  o f  an  
(em phasis o f  a  m atter) paragrap h  in the auditors' report co u ld  cause f in a n c ia l sta te m en t u sers 
to in correctly  c o n c lu d e  th at the entity faces no significant risks or u n c e rta in tie s ."
W e  s u g g e s t th a t th e  B o ard  elim inate the vagu ely  w o rd e d  exam p le fr o m  th e  lis t  o f  e x am p les . 
Less d e sira b ly , th e  B o ard  m a y  w ish to consider replacing it w ith  u n iq u e , in d u s tr y  sp ecific  
e x am p les set fo r th  in  certain  A IC P A  A u d it and A cco u n tin g  G u id e s . T h e s e  w o u ld  in clu d e  
u n certain ties a sso c ia te d  w ith  certain restricted securities (applicable p r im a r ily  to  in v e stm e n t 
co m p a n ie s, b ro k e rs  a n d  dealers in securities, and em ployee benefit p la n s ) , u n certain ties
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associated w ith  th e  fa ilu re  o f an  insured depository institution to m e e t m in im u m  ca p ita l 
requ irem en ts a n d  o th er in d u stry  specific loss contingencies.
W e  re co m m e n d  th a t th e  fin a l pronouncem ent clarify th e p lacem en t o f  a n  e m p h a s is  o f  a  m atter 
p ara g ra p h . C u r r e n tly , the standard is silent, and in practice auditors h a v e  p la c e d  th e  e m p h asis 
o f  a m atter p a r a g r a p h  either before or after the opinion p aragrap h . W e  s u g g e s t  th e  fin a l 
p ro n o u n ce m e n t in d ica te  th at an em phasis o f a m atter paragrap h  o rd in a r ily  b e  p la c e d  after the 
o p in io n  p a r a g r a p h  in  order to avoid any inference, h ow ever sligh t, th a t  th e  o p in io n  is other 
th an  u n q u a lifie d .
J u n e 3 0 , 1996 E ffe c tiv e  D ate
T h e p ro p o se d  s ta n d a rd  indicates that the statem ent sh a ll be effective fo r  rep o rts  iss u e d  or 
reissu ed o n  or after Ju n e  3 0 , 1996 w ith early application perm itted. W e  b e lie v e  th a t the 
a m e n d m e n t, co n siste n t w ith  the effective date o f S O P  94-6, sh o u ld  b e  e ffe c tiv e  D ece m b e r 31, 
1995 for rep o rts  iss u e d  or reissued after that date (with n o early a p p lica tio n ).
First, w e see  n o  rea so n  to d elay  finalizing the new  standard. The c h a n g e s  b e in g  p ro p o se d  
elim in ate  ra th e r  th a n  a d d  n e w  requirements, and, accordingly , are n o t  d if f ic u lt  to  im p le m e n t.
In  fact, th e a m e n d m e n t w ill facilitate com pletion of the au d it rather th a n  re q u ire  a d d itio n a l 
tim e an d  e ffo rt.
Se co n d , a n  e ffe c tiv e  d ate  o f Ju n e  3 0 , 1996 w ith  earlier a p p lication p e r m itte d  w il l  lik e ly  resu lt in  
in co n sisten cy  in  p ractice  a m o n g  auditors thereby creating con fu sion  a m o n g  re p o rt users a n d  
the b u sin ess c o m m u n ity  d u rin g  the intervening period. For e x am p le , a  p r in c ip a l a u d ito r m a y  
w ish  to a d o p t  th e  a m e n d m e n t early w hen m akin g reference to the re p o rt o f  o th e r au ditors; 
h o w ev er, th e  latter rep o rt m a y  contain an explanatory fourth p a ra g ra p h  b e c a u s e  th e  other 
au ditors h a v e  d e c id e d  to defer im plem entation. In add ition , som e a u d ito r s  m a y  a p p ly  the 
g u id a n ce  e arlier o n  a  p iecem eal basis; that is, continue to include a n  e x p la n a to r y  fo u rth  
p ara g ra p h  fo r  rep o rts  reissu ed prior to June 30th w hile a d o p tin g  th e  n e w  s ta n d a r d  early  for 
o rig in al re p o rt issu a n ce s . F in ally , and perhaps m ost im p ortan tly , re p o rt u se rs  m a y  n o t b e able 
to discern w h e th e r  th e  absence o f an explanatory fourth  paragrap h  is d u e  to  e a r ly  a d o p tio n  or 
resolu tion  o f  a  p re v io u s ly  existin g material uncertainty.
For these re a s o n s , w e  believe a December 3 1 , 1995 effective date is a p p r o p r ia te . A lth o u g h  the 
B oard m a y  n o t  b e  ab le  to fin alize and issue the standard b y  year-en d, a p p r o p r ia te  n o tificatio n  
co u ld  be m a d e  in  a  "notice to practitioners" in  the C P A  Letter or Jo u r n a l o f  A c c o u n ta n c y  to alert 
the p ro fessio n  to  th e  n e w  reporting standards.
G u id a n c e  o n  E v a lu a t io n  o f  the A d eq u acy o f  D isclo su res o f
 A rthur
A ndersen
M s. Ju d ith  M . S h e rin s k y
P age 4
O ctob er 9 ,  1995
A rthur A ndersen & Co. SC
M a tte rs I n v o lv in g  R is k s  a n d  Uncertainties (Paragraphs 46-49 in  th e  E D )
P a ra g ra p h  46 a d m o n is h e s  the auditor to qualify  or express an ad verse o p in io n  if  a  m atter 
in v o lv in g  a  r is k  o r  u n certain ty  is not adequately disclosed in  the fin a n c ia l statem en ts. 
P aragrap h s 47-49 d escrib e  h o w  to apply materiality in evalu atin g  the a d e q u a c y  o f  these 
disclo su res. T h e  g u id a n c e  in  these paragraphs w as p reviou sly  u tiliz e d  b y  th e a u d ito r  in  
assessin g  th e  m a te ria lity  o f "reasonably possible losses" in  determ in in g  w h e th e r  a n  exp lan ato ry  
fou rth  p a r a g r a p h  is  n ecessary , n o t to assess the adequacy o f the d isc lo su re s. W e  d o  n o t b elieve 
that su ch  g u id a n c e  b e lo n g s in  the auditing literature and goes b e y o n d  th e  g e n e ra l g u id a n c e  on 
this su b ject in  S A S  N o . 32. In  addition, the guidance in these p ara g ra p h s d o e s n o t see m  to 
consider the n e w  d isclo su re  requirements of S O P  94-6. F in ally , the d is c u s s io n  m ig h t 
in a d v erte n tly  b e  u s e d  to ju stify  om ission of disclosures o f loss co n tin g en cie s  b e ca u se  o f a  tie-in 
("m ore c lo s e ly  re la te d  to") shareholders' equity.
A c c o rd in g ly , w e  re co m m e n d  that the guidance in  paragraphs 47 th r o u g h  49 b e  d eleted . Less 
desirab ly , a  p o r tio n  o f  p aragrap h  47 could be retained w ith  its last tw o  sen ten ce s  a n d  
p arag rap h s 48-49 d e leted .
O ther Comments
A  foo tn ote  s h o u ld  b e  a d d e d  to paragraph 66 to describe the ap p ro p riate  rep o rt m o d ifica tio n s 
w h en  d is c la im in g  a n  o p in io n  because of m aterial uncertainties. T his g u id a n c e  is im p o rta n t as 
the p re c e d in g  p a r a g ra p h s  describe the report m odification w h en  is s u in g  a  d isc la im e r becau se 
o f a sco p e lim ita tio n , a n d  auditors m ay inadvertently fo llow  that g u id a n c e . F o r e x a m p le , the 
scope p a r a g r a p h  is  retain ed  in  the auditor's report w hen d iscla im in g a n  o p in io n  b e ca u se  o f  a  
m aterial u n c e rta in ty .
 
P arag rap h  77 s h o u ld  b e m o d ified  to require the successor auditor n o t to  m a k e  referen ce in  his 
or h er rep o rt to  a n  e x p la n ato ry  fourth paragraph included in  the rep o rt o f  a  p re d e cesso r n o t 
p resen ted . T h is  is a  p articu lar problem  w hen the uncertainty is u n re s o lv e d  a t th e  d a te  o f  the 
current fin a n c ia l sta te m en ts. Including a reference to the report m o d ific a tio n  in  th e  
p redecessor's re p o rt a n d  n o t h a y in g  the explanatory fourth p aragrap h  (or a n  e m p h a sis  
p aragrap h ) in  th e  su ccesso r auditor's report could be m isleadin g.
F in a lly , w e  d o  n o t  b e lie v e  it is appropriate for the standard, in  p a ra g ra p h  79, to e ffe ctiv e ly  
en co u rage  th e  a u d ito r  to in clu d e an emphasis o f a matter p aragrap h  in  h is  rep o rt o n  th e   
current p e r io d  f in a n c ia l statem ents to h ighlight an unresolved u n certa in ty  th a t c a u s e d  a  report 
m o d ifica tio n  o n  p rio r  p erio d  financial statements. This gu id an ce c o u ld  b e  in te rp reted  as 
req u irin g  a  "b rid g e " fo r  a ll uncertainties that resulted in a  prior p erio d  r e p o rt m o d ific a tio n  u n til 
the u n ce rta in ty  h a s  b e e n  resolved. Furthermore, w hat sh o u ld  the a u d ito r  d o  w h e n  su ch  a
Ms. Judith M. Sherinsky
Page 5
O ctober 9 ,  1995
 A rthur
A rthur A ndersen & Co. SC
"bridge" e m p h a s is  o f  a  m atter paragraph is included for prior p eriod u n r e s o lv e d  u n certain ties, 
b u t n e w  u n ce rta in tie s  h a v e  arisen in the current period? W e  believe th e  p u b lic  w o u ld  b e b est 
served b y  a  "cle an  c u t o f f  on the use of explanatory paragraphs to h ig h lig h t  m a te ria l 
uncertainties a n d  th erefore su gg e st that paragraph 79 be deleted.
W e app reciate  th e  o p p o rtu n ity  to com m ent on this im portant p ro p o sed  c h a n g e  in  a u d itin g  
stan d ard s, a n d  are  av ailab le  to discuss our com m ents a n d  su ggestion s a t y o u r  co n ven ien ce .
Very truly yours,
A rth u r A n d e r s e n  L L P
G o v e r n m e n t a l
T ra i n i n g
S o l u t i o n s
October 11 , 1995
Judith M. Sherinsky
Techncal Manager
American Institute of Cert ified Public Accountants
1211 Avenue  of the  A m e r i c a s
New York, New York 10036-6775
Dear Ms. Sherinsky:
We appreciate the opportunity to respond to the Auditing Standards Board’s exposure 
draft entitled “Amendment to Statement on Auditing Standards No. 58, Reports on 
Audited Financial Statements.” We find the draft to be clear and well-written, and we
commend the AICPA foremending this reporting guidance. In particular, we agree with 
the elimination o f the req u ire  "uncertainties’’ paragraph. I t does not and should not 
communicate new information to financial statement users. W e believe the proposed
amendment to SAS 58 will help  c la r ify  c haracter of the auditor's work and the 
degree of responsib i l i t y  i s  t a k i n g  for the financial statements. W e also
agree that the SAS should make it clear that the addition of an emphasis o f a matter” 
paragraph is always an option for the auditor.  
If you have questions about our response, please call me at 606-226-9682.
Sincerely,
Lucinda V. Upton, CPA 
Vice President   
Governmental Training Solutions, Inc.
2431 Highway 1016 P .O .B ox  547 Berea, Kentucky 40403 P hone/F ax  (606) 986-7987
431 South Broadway S u ite  321 Lexington, Kentucky 40508 P hone/F ax  (606) 226-9682
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R e : A m e n d m e n t t o  S ta te m e n t on A u d i t in g  S ta n d a rd s  N o . 5 8 ,  R e p o r ts  
o n  A u d i t e d  F i n a n c i a l  S ta te m e n ts .
D e a r  M s. S h e r in s k y :
T h e  F i n a n c i a l  R e p o r t in g  C om m ittee  o f  th e  I n s t i t u t e  o f  M a n a g e m e n t 
A c c o u n ta n t s  a p p r e c ia t e s  th e  o p p o r t u n i t y  t o  co m m e n t o n  t h e  
r e f e r e n c e d  d o c u m e n t.  We s u p p o r t  a m e n d in g  S ta te m e n t  o n  A u d i t i n g  
S ta n d a r d s  N o . 58  t o  e l im in a te  th e  r e q u ir e m e n t  t h a t ,  w h e n  c e r t a i n  
c o n d i t i o n s  a r e  m e t ,  th e  a u d i t o r  add an u n c e r t a i n t i e s  e x p la n a t o r y  
com m ent t o  t h e  a u d i t o r ' s  r e p o r t .  We a ls o  s u p p o r t  p r o v i d i n g  
g u id a n c e  t o  i n d i c a t e  a d d i t io n a l  m a t te r s  t h e  a u d i t o r  m a y  w a n t  t o  
e m p h a s iz e  i n  t h e  a u d i t o r ' s  r e p o r t  and t h a t  s u c h  e m p h a s is  o f  a  
m a t t e r  b e  o p t i o n a l .  F i n a l l y ,  we s u p p o r t  la n g u a g e  i n d i c a t i n g  t h a t  
a n  a u d i t o r  m ay d i s c la im  an o p in io n  on f i n a n c i a l  s t a t e m e n t s  d u e  t o  
u n c e r t a i n t i e s .
O u r  s u p p o r t  o f  t h e  A IC P A 's  p ro p o s a l i s  b a s e d  o n  o u r  b e l i e f  t h a t  
t h e  f i n a n c i a l s  th e m s e lv e s  w o u ld  c o n ta in  s u f f i c i e n t  c o m m e n ta ry  
a b o u t  m a t e r i a l  u n c e r t a in t i e s  as t o  a l lo w  u s e r s  t o  e v a lu a t e  th e m . 
I n  t h a t  c o n t e x t ,  a n y  a d d i t io n a l  p a ra g ra p h  w o u ld  b e  r e d u n d a n t .
One i s s u e ,  h o w e v e r ,  t h a t  needs t o  be c o n s id e r e d  i s  h o w  t h e  
a b s e n c e  o f  a n  u n c e r t a i n t i e s  p a ra g ra p h  w o u ld  b e  im p a c t e d  b y  a n y  
u s e  o f  " a b b r e v ia t e d "  f in a n c ia l s  as i s  c u r r e n t l y  b e in g
c o n t e m p la te d  b y  t h e  S e c u r i t ie s  and  E xch ange  C o m m is s io n .
T h a n k  y o u  f o r  p r o v id in g  us w i t h  th e  o p p o r t u n i t y  t o  c o m m e n t o n  th e  
p r o p o s a l .  We w o u ld  be  happy t o  d is c u s s  o u r  c o m m e n ts  i n  f u r t h e r  
d e t a i l  i f  y o u  s o  d e s i r e .
S in c e r e ly,
L .  H a l R o g e r o ,  J r . ,  C h a ir  
F i n a n c i a l  R e p o r t i n g  C om m ittee
10 Paragon Drive • Montvale, NJ 07645-1760 
800-638-4427 • 201-573-9000 • Fax: 201-573-8185
WINTER & COMPANY, P.C.
CERTIFIED PUBLIC ACCOUNTANTS
605 King Georges Post Rd. •  Fords, New Jersey 08863 
(908) 738-4400
October 16 , 1995
A c c o u n tin g  &  R ev iew
S erv ices C o m m itte e
1211 A v e n u e  o f  the  Am erica 's
N ew  Y o rk , NY 1 0 0 3 6 -8 7 7 5
RE: AR SC - File 9 5 0 8
G entlem en:
This le tte r  is w ith  regards to the above numbered file .
It is a b o u t t im e .
I am  h e a rtily  in  fa v o r o f th is change, and w ou ld  app re c ia te  y o u r  g e tt in g  th is  
app roved  as q u ic k ly  as possible.
Very t ru ly  y o u rs ,
Charles W in te r ,  C .P .A .
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October 18, 1995
Ms. Judith M . Sherinsky
Technical Manager, Auditing Standards Division
File 4293
A IC P A
1211 Avenue o f  the Americas
New Y ork , N Y  10036-8775
Re: Proposed Statement on Auditing Standards-Amendment to Statement on A ud iting  Standards 
No. 58, Reports on Audited Financial Statements 
Dear Ms. Sherinsky:
We are enclosing the comments o f the New York State Society o f C e rtified  Public Accountants 
in response to the above proposed statement. The comments were prepared by the Society’s 
Auditing Standards and Procedures Committee.
I f  you have any questions regarding the comments, please call us and we w i l l  arrange for 
someone on the committee to contact you.
Thank you fo r  your consideration.
Very tru ly  yours,
John J. O ’Leary, CPA Walter M. Primoff, CPA
Chairman, A u d itin g  Standards and Director, Professional Programs
Procedures Committee
Enclosures
cc: Accounting &  Auditing Committee Chairmen
Comments of Auditing Standards and Procedures Committee o f the New York 
State Society of Certified Public Accountants on proposed statement on 
auditing standards-Amendment to Statement on Auditing Standards No. 58,
Reports on A ud ited  F inanc ia l Statements
The committee does not agree w ith the concept contained in  the last bu lle t under the 
factors considered by the ASB listed in the first page o f the Summary. I t  cannot conceive o f a 
conceptual basis fo r not amending SAS No. 59 i f  SAS No. 58 is amended by the proposed SAS. 
I f  SAS No. 59 is not amended, the proposed SAS should indicate that the auditor should consider 
the impact on the going concern concept o f significant risks and uncertainties, such as very 
significant litiga tion , that may threaten the existence o f an entity and require a m odification o f 
the auditor's report under SAS No. 59
It  is suggested that the proposed footnote to paragraph 37 o f SAS No. 58 (re: the addition 
o f an emphasis o f a matter paragraph to the auditor's report is optional rather than required) 
contain guidance, or examples, as to when such paragraphs might be appropriate.
I f  the proposed SAS is implemented, guidance and/or examples should be provided as to 
when a disclaim er m ight be appropriate.
  Ernst & Young  llp ■ 2000 N ationa l C ity  C en te r 
1900 East 9th Street 
C leveland, O h io  4 4 1 1 4 -3 4 9 4
■  Phone: 216 861 5000
O ctober 18, 1995
Ms. Judith M . Sherinsky, Technical Manager 
Auditing Standards D iv is ion, File 4293 
American Institu te  o f Certified Public Accountants 
1211 Avenue o f  the Americas 
New York, N ew  Y o rk  10036-8775
Proposed Statement on Auditing Standards 
Amendment to Statement on Auditing Standards 
N o. 58, R eports on A u d ited  F in a n cia l S ta te m e n ts
Dear Ms. Sherinsky:
Ernst &  Young does not support this proposed Statement on A ud iting  Standards (SAS) that 
would amend SAS N o. 58, Reports on Audited F inancia l Statements, to e lim ina te the 
requirement that, when certain criteria are met, auditors add an uncerta in ties explanatory 
paragraph to th e ir  reports. The arguments supporting this proposal are no t persuasive and are 
c learly ou tw e ighed by the fo llow ing arguments against the proposed e lim in a tio n  o f the 
mandatory uncertainties paragraph:
1. U ncerta in ty  paragraphs are helpful to financial statement users b y  h ig h lig h tin g  those 
s ign ifican t uncertainties that are either reasonably possible or probab le  o f  resulting in  a 
material loss. These paragraphs heighten users’ awareness o f such matters, and therefore, are 
valuable to them. Appropriately, the uncertainty paragraph relating to go ing  concern is being 
retained. W h ile  the going concern paragraph serves two purposes, i.e ., com m unicating the 
basis fo r  the accounting principles used as well as h igh ligh tin g  the existence o f  an 
uncertainty, finan c ia l statement users focus on the latter purpose. Because the mandatory 
uncertainties paragraph also serves the latter purpose, we believe its  e lim ina tion  w ould  be 
both unw ise and inconsistent with the retention of the going concern paragraph. W e believe 
that an op tiona l emphasis paragraph is not a good alternative.
2. No persuasive evidence has been presented to demonstrate that:
a. F inancia l statement users would benefit from the change.
b. Use o f  the mandatory uncertainties paragraph is currently being abused. To the contrary, 
a recent rev iew  o f public companies’ files revealed that less than tw o  percent o f  the 
11,0 0 0  registrants had such paragraphs relating to uncertainties other than going concern, 
w h ile  ten percent o f  the registrants had going concern paragraphs.
c. Statement o f  Position (SOP) 94-6, Disclosure o f Certain S ign ifican t Risks and Uncer­
ta in tie s , w i l l  cause the use o f such paragraphs to increase. M oreover, even i f  this
 Ernst & Yo u n g  llp
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happens, we are not persuaded that this would be undesirable since such paragraphs are 
useful to financial statement users.
3. The exposure draft argues that the explanatory paragraph’s only value is to provide additional 
in form ation, and w ith  the increased disclosure requirements in  SOP 94-6, this information 
w i l l  be superfluous and redundant. The ASB rejected this line  o f  reasoning when it  decided 
to retain consistency paragraphs in auditors’ reports when SAS 58 was issued. This reasoning 
is equa lly  in v a lid  w ith  respect to e lim inating explanatory paragraphs fo r  material 
uncertainties.
In  summary, w e strongly believe that the proposed elim ination o f the mandatory uncertainties 
paragraph is, at best, premature, and more likely, unnecessary.
Notw ithstanding the above, we have the fo llow ing comment fo r im proving  the exposure draft i f  
the ASB decides to adopt it:
Paragraphs
30-32 Am ong other matters, these paragraphs are intended to provide guidance to auditors 
fo r  determining whether a qualification or a disclaimer o f  opinion due to a scope 
lim ita tion  related to an uncertainty is warranted. W e believe that these paragraphs 
are confusing and somewhat contradictory and should be clarified. W e suggest that 
the guidance in  paragraphs 30-31 be reorganized such that the f irs t paragraph 
prov ides guidance regarding uncertainties and management’s responsibilities 
regarding them. The second paragraph would provide guidance regarding auditors’ 
reporting responsibilities when uncertainties are present. A n  appendix that details 
our proposed revisions to paragraphs 30-32 is attached.
We w ou ld  be pleased to discuss our comments and recommendations w ith  members o f the 
Auditing Standards Board or its staff.
Sincerely,
  Ernst &Yo u n g  llp Appendix 
Page 1
Proposed ch an g es to paragraphs 30-32 are presented below.
30. A  matter in vo lv in g  an uncertainty is one that is expected to be resolved at a future date, at 
w h ich  tim e  su ffic ien t evidential matter concerning its outcome w o u ld  be expected to 
become available. In  certain instances, the outcome o f future events that may affect the 
finan c ia l statements, including required disclosures, is not susceptib le  of reasonable 
estimation by  management When such uncertainties exist, i t  cannot be determined whether 
the fin a n c ia l statements should be adjusted or in  what am ount. H ow ever, i t  is 
management’ s responsibility when preparing financia l statements in  con fo rm ity  w ith  
generally accepted accounting principles to analyze relevant ex is ting  conditions and their 
effect on the financia l statements.
31. A n  aud it includes assessing whether the evidentia l matter is  s u ffic ie n t to support 
management’ s assertions. I f  the auditor has not obtained su ffic ie n t ev identia l matter to 
support management’s assertions about the nature o f a matter in vo lv in g  an uncertainty and 
its presentation or disclosure in the financial statements, a qua lifica tion  o r disclaimer o f 
op in ion  because o f a scope lim ita tion may be appropriate. Such a qua lifica tion  or 
d isc la im er o f  op in ion is appropriate when su ffic ien t e v id e n tia l m a tte r re la ting to 
management’ s analysis o f relevant existing conditions does o r d id  ex is t but was not 
available to the auditor fo r reasons such as management’s record retention policies or a 
restric tion  imposed by management. I f, after considering the ex is ting  conditions and 
available evidence, the auditor concludes that the financial statements, inc lud ing  required 
disclosures w ith  respect to the uncertainty, have been presented in  accordance w ith  
generally accepted accounting principles, an unqualified opinion o rd in a rily  is  appropriate.
32. Q ua lified  op in ions and disclaimers o f opinion because o f scope lim ita tio n s  related to 
uncertainties should be differentiated from situations in  which the aud itor concludes that 
the financ ia l statements are materially misstated due to departures from  generally accepted 
accounting princ ip les related to uncertainties. Such departures m ay be caused by 
inadequate disclosures concerning the uncertainties, the use o f  inappropria te  accounting 
princip les, o r the use o f unreasonable accounting estimates. Paragraphs 45-51 provide 
guidance to the auditor when financial statements contain departures from  generally 
accepted accounting principles related to uncertainties.
THE STATE UNIVERSITY OF NEW JERSEY
RUTGERS
SCHOOL OF BUSINESS • C am den • New Je rse y  08102 •  (609) 2 25 -6216
October 1 7 ,  1995
Judith M . Sherinsky, Technical Manager 
A ud iting  Standards Division 
F ile  4293
Am erican Institute o f Certified Public Accountants 
1211 Avenue o f  the Americas 
New Y ork, N Y  10036-8775
To the A u d itin g  Standards Board:
Thank-you fo r the opportunity to comment on the proposed statement on auditing 
standards titled  Amendment to Statement on Auditing Standards No. 58, Reports on 
Audited Financial Statements. While I  am in  favor o f  elim inating the requirement to 
include an uncertainties explanatory paragraph for specific types o f  uncertainties, I  
believe that retaining the option to disclaim an opinion (paragraph 66 on page 33) 
imposes costs on CPA firms without providing any benefits to either C P A  firm s or the 
business communities that rely on financial statements.
The option to disclaim an opinion imposes costs on CPA firm s to develop internal 
guidelines on when a disclaimer should be considered and when it  is  (and is not) most 
appropriate. Moreover, the disclaimer probably does not relieve an aud itor from  
exposure to legal liab ility , although many auditors mistakenly believe that i t  does. In  fact, 
there are reasons to believe that the option to disclaim an opinion does not relieve them o f 
any responsib ility (legal or otherwise). Auditors’ responsibility is increased w ith  the 
option to discla im  because they now have the burden to ensure that th e ir in ternally 
developed guidelines are consistently followed for all o f their clients. I f  the internal 
guidelines are not followed, the auditor could face additional legal exposure, rather than 
less. Someone could also question why their internal guidelines may be different from  
other C P A  firm s.
O f course, the Auditing Standards Board does not want to force an auditor to 
express on opin ion when the auditors have not legitimately formed an opinion. However, 
I  seriously doubt that any professional accountant would express an op in ion  when they do 
not have one. SAS No. 58 does not force auditors to express an op in ion  even w ithout the
disclaimer option that is provided for uncertainties. Other options are available. For 
example, i f  the auditors have not collected sufficient competent evidentia l matter, they 
may qua lify  o r disclaim an opinion due to scope limitations, perhaps imposed by an 
uncertainty. I f  the auditors believe that the financial statements are consistent w ith  a ll 
“ o ffic ia lly  established accounting principles,”  but are nevertheless not “ presented fa ir ly ”  
because o f  the uncertainty, the auditors could, under Rule 203, express that v iew  in  an 
explanatory paragraph. In  essence, this result appears to be what has happened w ith  
going concern uncertainties; except auditors are disclaiming an opin ion, rather than 
e xp lic itly  expressing their opinion in their audit report. That is, audit firm s have 
in terna lly developed guidelines that essentially require them to d iscla im  an opinion when 
they believe that the uncertainty is so severe that the financial statements are v irtua lly  
meaningless. Thus, they are having to form an opinion on the financia l statements (e.g., 
financial statements are virtually meaningless), but are not expressing that opinion in  the 
auditor’ s report. In  my view, this result does not serve the public’ s best interest nor does 
it  relieve the auditor from  any responsibility to their clients or the general public. Thus, 
the option to disclaim  an opinion has not provided any relief to an auditor who is unable 
to leg itim ate ly fo rm  an opinion. Rather, the disclaimer option has forced auditors to 
determine when a disclaimer is appropriate and thus increases auditors' responsibilities.
Unfortunately, the added costs imposed on CPA firms does not provide any 
benefits to financia l statement users. The disclaimer does not clearly communicate why 
auditors have chosen to disclaim their opinion rather than modify the ir unqualified 
opinion. The exposure draft does nothing to clarify the situation and the disclaimer 
w ould lik e ly  continue to send an ambiguous message that is not lik e ly  to be w e ll 
understood.
I  am unaware o f any demand for the disclaimer option, either from  users o f 
financia l statements (e.g., bank loan officers, financial analysts, investors) or from  the 
preparers. W h y  then does the ASB continue to provide this additional type o f  report? I  
also question whether a disclaimer clearly communicates any valuable inform ation. The 
message conveyed by a disclaimer is confusing. Is the auditor conveying a judgm ent 
about the c lie n t’ s financial condition or is the auditor (mistakenly) try ing  to avoid legal 
exposure? H o w  is i t  that an uncertainty can (by itself) prevent an aud itor from  form ing a 
va lid  opinion? Precisely why is it  that uncertainties can prevent an auditor from  form ing 
a va lid  opinion? Is it  because GAAP does not adequately deal w ith  uncertainties? 
Perhaps some guidance from  the ASB could help answer these questions. W ithout any 
such guidance, auditors w ill not likely agree on when a disclaimer is most appropriate. 
Thus, clients in  sim ilar situations could receive different types o f audit reports because 
their auditors have different views on when a disclaimer is most appropriate. Thus, the 
disclaimer option w ill not precisely communicate meaningful in form ation.
T his d iscu ss io n  leads to the following conclusion:
U n til the ASB can more precisely define when a disclaimer should be used in  
situations involving uncertainties, the disclaimer option should no longer be 
retained.
A lo n g  w ith  other colleagues, I  have been studying issues related to the disclaimer 
option fo r  the past several years. Our research has addressed both the determinants and 
consequences o f  auditors’ decisions. Although the research most d irec tly  relates to the 
disclaimer option fo r going concern uncertainties, the results may also be applicable to 
other types o f  uncertainties as well. Enclosed are the five manuscripts that have been 
completed. The attached table briefly summarizes the results o f  these five  manuscripts. 
A lthough th is research is intended to be descriptive, rather than prescriptive, I  believe that 
it  can provide some insight for policy.
I  w ou ld  very much appreciate the opportunity to speak to board members about 
the exposure draft and the issues related to the disclaimer option fo r uncertainties, 
including going concern uncertainties. Thanks again for the opportunity to express my 
views on these issues.
Sincerely,
Randall E. LaSalle
enclosures
ASSOCIATION of
Government
ACCOUNTANTS
October 1 7 , 1995
Ms. Judith M. Sherinsky, Technical Manager
Auditing Standards Division, File 4293
American Institute of Certified Public Accountants
1211 Avenue o f the Americas
New York, New York 10036-8775
Dear Ms. Sherinsky:
On behalf of the Association of Government Accountants (AGA), the Financial Management 
Standards Committee (Committee) appreciates the opportunity to comment on the Exposure Draft 
(ED) of the proposed Statement on Auditing Standards, entitled Amendment to  Statement on 
Auditing Standards No. 58, Reports on Audited Financial Statements. The Committee, whose 
members are active accountants and auditors in federal, state, and local government, reviews and 
responds to proposed standards and regulations of interest to the AGA membership. Local AGA 
chapters and individual members are also encouraged to comment separately.
The Committee agrees in principle with the proposed guidance in the ED. We do, however, have 
one comment for consideration by the Auditing Standards Board (Board).
Paragraph 78, on Page 39 of the ED, states that "This Statement is effective for reports issued or 
reissued on or after June 30, 1996. Earlier application of the provisions of this Statement is 
permissible." W e understand that the proposed Statement will fully implement the Cohen 
Commission's recommendation to eliminate the required uncertainties explanatory paragraph in the 
auditor's report. We also understand that the current reporting standard can potentially distract a 
reader from the financial statement disclosures, including those required by AICPA Statement of 
Position 94-6. For these reasons, the Committee believes that the effective date of the final 
Statement should be as timely as possible for the profession. Therefore, assuming that the final 
Statement can be issued within sixty days after the comment deadline, we recommend that 
Paragraph 78 be revised to read "This Statement is effective for reports issued or reissued on or 
after December 3 1 ,  1995. Earlier application of the provisions of this Statement is permissible." At
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a minimum, if the Board elects to retain the effective date proposed in the ED, earlier application 
should be encouraged, rather than merely permissible.
We appreciate the opportunity to comment on this Exposure Draft. Should you have any questions, 
or desire further details on our comment, please contact me or Jon A. Wise, C.P.A., C.G.F.M., my 
Director of Professional Practice and a member of the Committee.
Sincerely,
Thomas H. McTavish, C.P.A., C.G.F.M., Chair 
AGA Financial Management Standards Committee
c: Virginia Brizendine
AGA President
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DAVID R. BEAN
Director of Research 
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 GASB
Ms. Judith M. Sherinsky
Technical M anager, Auditing Standards Division, File 4293
American Institute o f Public Accountants
1211 A venue o f  the Americas
N ew  York, NY  10036-8775
Dear M s. Sherinsky:
This is a  response by the staff of the Governmental Accounting Standards Board to the 
proposed Statem ent on Auditing Standards, Amendment to Statem ent o n  A u d itin g  Standards  
N o. 58, "R eports on A udited Financial Statements." We are providing a  s ta ff response to the 
proposed Statement, rather than a formal response by the Board, because the Board expresses 
itself only through formal pronouncements after due process.
The proposed amendment would eliminate the requirement for an uncertainties explanatory 
paragraph in the auditor’s report, and provides good reasons for doing so. The overwhelming 
support the given for eliminating the requirement is the issuance o f  Statem ent o f  Position 
(SOP) 94-6, D isclo su re  o f  Certain Risks and Uncertainties. H ow ever, that SO P is not a 
requirem ent for governmental entities except those proprietary activities that have chosen to 
apply new  private-sector standards because o f GASB Statement 20, A cco u n tin g  a n d  F in a n cia l 
R ep ortin g  f o r  Proprietary Funds and Other Governm ental E ntities That U se  Proprietary  
F u n d  A cco u n tin g .
W e recom m end the Auditing Standards Board (ASB) consider whether governmental 
standards, in particular GASB Statement No. 10, Accounting and Financial Reporting fo r  Risk 
F in a n cin g  a n d  R elated  Insurance Issues, provide appropriate disclosure o f  risks and 
uncertainties to justify the elimination o f the requirement for an uncertainties explanatory 
paragraph in the auditor’s report on a governmental entity. I f  the  ASB finds that such 
requirem ents exist, those requirements also should be cited as support for eliminating the 
reporting requirement.
If  you have questions on our comments, please call me at extension 244, or V enita W ood, 
project m anager, at extension 299.
cc: V. W ood
Colorado Society of 
Certified Public Accountants
October 11, 1995
Ms. Judith M. Sherinsky
Technical Manager
Auditing Standards Division, File 4293
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York NY 10036-8775
Re: Proposed amendment to Statement on Auditing Standards No.58
Dear Ms. Sherinsky:
The purpose of this letter is to comment on the proposed amendment 
to Statement on Auditing Standards No. 58. The following are our 
comments:
1. Currently SAS No. 58, paragraph 23 states, "In certain 
instances, however, the outcome of future events that may 
affect the financial statements, including required 
disclosures, is not susceptible of reasonable estimation by 
management.” Paragraph 25 continues, ”If management believes 
and the auditor is satisfied that a material loss will occur, 
but management is unable to make a reasonable estimate of the 
amount or range of potential loss... the auditor should add an 
explanatory paragraph to his report....” Paragraph 26 states 
"If management believes and the auditor is satisfied that the 
chance of a material loss... is more than remote but less than 
probable, the auditor should consider the following matters in 
deciding whether to add an explanatory paragraph to his 
report:
• The amount by which the amount of reasonably 
possible loss exceeds the auditor’s judgement 
about materiality
• The likelihood of occurrence of a material 
loss (...whether that likelihood is closer to 
remote or probable)
"The auditor is more likely to add an explanatory paragraph to 
his report as the amount of reasonably possible loss-becomes 
larger or the likelihood of occurrence of a material loss 
increases."
7979 East Tufts Avenue, Suite 500 Denver, Colorado 80237-2843  
303/773-2877 800/523-9082 FAX 303/773-6344
M s . J u d i t h  M . S h e r i n s k y
O c to b e r  1 1 ,  1 9 9 5
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S t a t e m e n t  o f  P o s i t io n  9 4 -6  r e q u i r e s  d i s c lo s u r e  o f  s i g n i f i c a n t  
e s t im a t e s  a n d  u n c e r t a in t i e s  when i t  i s  a t  l e a s t  r e a s o n a b ly  
p o s s i b l e  (m o re  th a n  re m o te  b u t  le s s  t h a n  l i k e l y )  t h a t  t h e  
e s t im a t e  w i l l  chan ge  i n  t h e  n e a r  te rm  a n d  t h e  e f f e c t  o f  t h e  
c h a n g e  w o u ld  b e  m a te r ia l  t o  t h e  f i n a n c i a l  s t a t e m e n t s .  T he  SOP 
d o e s  n o t  c h a n g e  t h e  re q u ire m e n ts  o f  FASB S ta t e m e n t  N o . 5 o r  
FASB I n t e r p r e t a t i o n  No. 14 .
T h e  t h r e s h o l d  f o r  d is c lo s u r e  o f  c o n t in g e n c ie s  u n d e r  FASB 
S t a t e m e n t  N o . 5 and s i g n i f i c a n t  e s t im a te s  a n d  u n c e r t a i n t i e s  
u n d e r  SOP 9 4 - 6  i s  " a t  le a s t  a re a s o n a b le  p o s s i b i l i t y "  w h ic h  i s  
a  lo w e r  t h r e s h o l d  th a n  f o r  r e q u i r i n g  an  e x p la n a t o r y  p a r a g ra p h  
i n  t h e  a u d i t o r ’ s  r e p o r t  as  d is c u s s e d  a b o v e . O u r  c o n c e r n  i s  
w h e th e r  o r  n o t  t h i s  d i s t i n c t i o n  s h o u ld  c o n t in u e  t o  be 
m a in t a in e d  a n d  be  r e q u ir e d  t o  be e m p h a s iz e d  t o  t h e  r e a d e r  i n  
t h e  a u d i t o r ’ s  r e p o r t .  As a p r a c t i c a l  m a t t e r ,  m a k in g  th e  
e m p h a s is  v o l u n t a r y  w i l l  e l im in a t e  t h e  r e p o r t i n g  o f  
c o n t i n g e n c i e s  and  u n c e r t a in t ie s  t h a t  a r e  p r o b a b le  o r  n e a r  
p r o b a b le  a n d  e x p e c te d  t o  h a ve  a m a t e r i a l  im p a c t  o n  th e  
f i n a n c i a l  s t a te m e n ts .  We se ld o m  se e  a u d i t o r ’ s  r e p o r t s  t h a t  
i n c l u d e  a  v o l u n t a r y  em phas is  o f  a m a t t e r .  S h o u ld  t h i s  e m p h a s is  
b e  l o s t  t o  t h e  re a d e r?
2 . T h e  g u id a n c e  o n  when t o  d is c la im  an  o p in io n  i s  c o n t a in e d  i n  
a m e n d e d  p a r a g r a p h s  22 t o  24 and  29 t o  30 u n d e r  t h e  h e a d in g  o f  
"S c o p e  L i m i t a t i o n s "  and " U n c e r t a in t ie s  a n d  s c o p e  l i m i t a t i o n s . "  
I t  w o u ld  b e  b e n e f i c i a l  t o  th e  r e a d e r  t o  r e f e r  t o  t h i s  g u id a n c e  
a g a in  u n d e r  t h e  h e a d in g  " D is c la im e r  o f  O p in io n ”  i n  p a r a g ra p h s  
64 a n d  6 6  d u e  t o  th e  d is ta n c e  b e tw e e n  t h e  tw o  t e x t s .
3 .  I t  w o u ld  a l s o  b e  b e n e f i c ia l  i f  th e  t e x t  i n  p a r a g r a p h s  29 t o  32 
a n d  4 5  w e r e  p r e s e n te d  b e fo re  ( v e rs u s  a f t e r )  t h e  r e p o r t  e x a m p le s  
o r ,  a l t e r n a t i v e l y ,  i f  s e p a ra te  r e p o r t  e x a m p le s  f o r  
u n c e r t a i n t i e s  w e re  p re s e n te d .
P le a s e  d o  n o t  h e s i t a t e  t o  c o n ta c t  us i f  y o u  h a v e  a n y  q u e s t io n s .  
T h a n k  y o u  f o r  t h e  o p p o r tu n i t y  t o  com m ent.
S i n c e r e l y ,
K e i t h  A .  M a y
M em b er, P r i v a t e  Com pany P r a c t ic e  C o m m itte e
Peat Marwick llp
M s. Judith  M . Sherinsky  
O ctober 4, 1995 
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the type o f uncertainty that may cause the auditor to decline to express an opin ion. W e believe 
that this added phrase is confusing and should be deleted.
Paragraph 79 — This paragraph creates a bias toward inclusion o f an emphasis paragraph when an 
uncertainties explanatory paragraph was included in the auditor’ s p rio r year report. W e believe 
the wording should be more neutral as follows:
79. A n  auditor who previously included an uncertainties explanatory paragraph in  a 
report on prior-period financial statements is not required to repeat that paragraph or 
inc lude  an emphasis o f a matter paragraph related to the unce rta in ty  even i f  the 
uncertainty has not been resolved in the current period. I f  the aud ito r decides to include 
an emphasis o f  a matter paragraph related to the uncertainty, the paragraph may include 
an explanation o f the change in reporting standards.
* * * * *
We appreciate the opportunity to provide our comments and suggestions on the Proposed 
Amendment.
Very truly yours,
KPMG Peat M arw ick L L P
Deloitte & 
Touche llp
Ten Westport Road 
P.O. Box 820
Wilton, Connecticut 06897-0820
Telephone: (203) 761 -3000 
ITT Telex: 66262 
Facsimile: (203) 834-2200
 
October 20, 1995
Judith M . Sherinsky
Technical Manager
Auditing Standards Division
American Institute o f  Certified Public Accountants
1211 Avenue o f  the Americas
New Y ork, N Y  10036-8775
Dear Ms. Sherinsky:
Re: File No. 4293
We are pleased to  comment on the Proposed Statement on Auditing Standards, Amendment to 
Statement on Auditing Standards No. 58, Reports On Audited F inanc ia l Statements (the 
“ proposed statement” ). We support the issuance o f the proposed statement; however, we do 
offer the fo llow ing comments for consideration.
Footnote 13
Footnote 13 indicates that emphasis o f a matter paragraphs are optional. W e recommend the 
footnote indicate that the absence o f such paragraphs does not constitute deficient reporting. 
E d ito ria l M atters
For consistency purposes, we recommend that all “ he”  be changed to  “ he o r she”  and “ his”  be 
changed to  “ his o r her.”
A t the top o f  page 19 strike the caption Explanatory Paragraph Added to the Report.
* * * * * * *
Please contact John A. Fogarty [(203) 761-3227] i f  you have any questions o r i f  there is any 
other way in which we might be helpfu l.
Sincerely,
Deloitte Touche
Tohmatsu
International
S t a t e  A u d i t o r  o f  M i s s o u r i
J e f f e r s o n  Ci t y , Mi s s o u r i  6 5 1 0 2
M a r g a r e t  Ke lly , C P A
STATE A U D IT O R October 19, 1995 ( 3 14) 7 5 1 - 4 8 2 4
Ms. Judith  M. Sherinsky
Technical M anager
American Institu te  of Certified
Public Accountants
Auditing Standards Division, File 4293
1211 Avenue of the Americas
New York, NY 10036-8775
D ear Ms. Sherinsky:
Enclosed are our comments on the proposed Statem ent on A uditing Standards 
titled A m endm ent to Statement on Auditing Standards No. 58, R eports on Audited 
Financial S tatem ents.
If you have any questions regarding our comments, please contact M yrana 
Gibler, A udit Manager, of my office at (314) 751-4213.
Sincerely,
Margaret Kelly, CPA 
State Auditor
MK/bas
Enclosures
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COMMENTS - AMENDMENT TO STATEMENT ON A U D ITIN G  
STANDARDS NO. 58, REPORTS ON AUDITED F IN A N C IA L STATEMENTS
The Office of Missouri State Auditor appreciates the opportunity to  comment on 
the  proposed S tatem ent on Auditing Standards.
General Comments
The m ost significant change in the proposed Statem ent is elimination of the 
requirem ent th a t  the  auditor add an uncertainties explanatory paragraph to the 
auditor’s rep o rt when certain criteria are met. We support this change for the  reasons 
given in th e  sum m ary of the proposed Statement. The summary cites as one reason for 
the  change th e  improved financial statement disclosures under S ta tem ent of Position 
(SOP) 94-6, Disclosure o f Certain Significant R isks and Uncertainties. Since tha t SOP 
does not apply to  the  financial statements of governmental entities, we believe the 
proposed S ta tem ent also should have recognized the risk and uncertain ty  disclosures 
required by  Sections C50 and Po20 of the Governmental Accounting Standards Board’s 
Codification o f  Governmental Accounting and Financial Reporting Standards.
The o ther significant changes in the proposed Statem ent (e.g ., those listed under 
“W hat I t  Does” on the first and second pages of the summary and the  relocation of 
certain guidance from pages 16 through 19 to la ter pages) resu lt from the  decision to 
eliminate the  uncertainties explanatory paragraph. We believe those changes are 
appropriate, although footnote 13 to paragraph 19, page 20, probably could be deleted 
w ithout significantly detracting from the guidance. Since the  f irs t and third lines of 
paragraph 19 use the  phrase “may wish to emphasize,” it should be clear to  the auditor 
th a t emphasis of a m atter paragraphs are optional, not required.
Other Comments
paragraph 77, page 38 -
1. The paragraph in the middle of the page states, “I f  the  predecessor auditor’s 
rep o rt was other than a standard report, the  successor aud ito r should describe 
th e  na tu re  of and reasons for the explanatory paragraph added to the 
predecessor’s report or his opinion qualification.” We suggest th e  last phrase be 
changed to  recognize that the predecessor auditor m ay have expressed an 
adverse opinion or disclaimed an opinion.
2. - The paragraph a t the bottom of the page includes a paragraph th a t  may be used
w hen th e  successor auditor is engaged to audit adjustm ents applied to  restate  the 
prio r period’s financial statements that were audited before resta tem ent by a 
predecessor auditor. Although we assume the example paragraph could be
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included a t the  end of the auditor’s report, we suggest the  S tatem ent clarify the 
placement of the  paragraph.
We also have enclosed a marked draft with several suggested editorial changes 
to the proposed Statem ent.
PROPOSED AMENDMENT TO STATEMENT ON AUDITING STANDARDS NO. 58, 
REPORTS ON AUDITED FINANCIAL STATEMENTS
(New language is shown in shading, deleted language is shown by strike-through, and language 
that has been relocated in the document is shown in shading and by strike-through.)
REPORTS ON AUDITED FINANCIAL STATEMENTS
INTRODUCTION
1. This Statement applies to auditors' reports issued in connection w ith  audits1 of historical 
financial statements that are intended to present financial position, results o f operations, and cash 
flows in conform ity w ith  generally accepted accounting principles. It distinguishes the types of 
reports, describes the circumstances in which each is appropriate, and provides example reports.
2. This Statement does not apply to unaudited financial statements as described in SAS No. 
26, Association With Financial Statements (AICPA, Professional Standards, vol. 1, AU sec. 504), 
nor does it apply to reports on incomplete financial information or other special presentations as 
described in SAS No. 62, Special Reports (AICPA ,  Professional Standards, vol. 1, AU sec. 623).
 
3. Justification for the expression of the auditor's opinion rests on the conform ity of his audit 
with generally accepted auditing standards and on his findings. Generally accepted auditing 
standards include four standards of reporting.2 This Statement is concerned primarily with the 
relationship of the fourth reporting standard to the language of the auditor's report.
4. The fourth standard of reporting is as follows:
The report shall either contain an expression of opinion regarding the financial 
statements, taken as a whole, or an assertion to the effect that an opinion cannot be 
expressed. When an overall opinion cannot be expressed, the reasons therefor should 
be stated. In all cases where an auditor's name is associated w ith  financial
1An audit, for purposes of this Statement, is defined as an examination of historical financial statements 
performed in accordance with generally accepted auditing standards in effect at the time the audit is performed. 
Generally accepted auditing standards include the ten standards as well as the Statements on Auditing Standards 
that interpret those standards. In some cases, regulatory authorities may have additional requirements applicable 
to entities under their jurisdiction and auditors of such entities should consider those requirements.
2This Statement revises the second standard of reporting as follows:
The report shall identify those circumstances in which such principles have not been consistently 
observed in the current period in relation to the preceding period.
Previously, the second standard required the auditor's report to state whether accounting principles had been 
consistently applied. As revised, the second standard requires the auditor to add an explanatory paragraph to his 
report only if accounting principles have not been applied consistently. (See SAS No. 1, Consistency o f Application 
o f Generally A ccep ted  Accounting Principles [AICPA, Professional Standards, vol. 1, AU sec. 420].) Paragraphs 
34 -through 36  this Statement provide reporting guidance under these circumstances.
    
  __________________
statements, the report should contain a clear-cut indication of the character of the 
auditor's work, if any, and the degree of responsibility the auditor is taking.
5. The objective of the fourth standard is to prevent misinterpretation o f the degree of 
responsibility the auditor is assuming when his name is associated w ith  financial statements. 
Reference in the fourth reporting standard to the financial statements "taken as a whole" applies 
equally to a complete set of financial statements and to an individual financial statement (for 
example, to a balance sheet) for one or more periods presented. (Paragraph 74 88  discusses the 
fourth standard of reporting as it applies to comparative financial statements.) The auditor may
  express an unqualified opinion on one of the financial statements and express a qualified or 
 adverse opinion or disclaim an opinion on another if the circumstances warrant.
6. The auditor's report is customarily issued in connection w ith an entity 's basic financial 
statements — balance sheet, statement of income, statement of retained earnings, and statement 
of cash flows. Each financial statement audited should be specifically identified in the introductory 
paragraph of the auditor's report. If the basic financial statements include a separate statement 
of changes in stockholders' equity accounts, it should be identified in the introductory paragraph 
of the report but need not be reported on separately in the opinion paragraph since such changes 
are part of the presentation of financial position, results of operations, and cash flows.
THE AUDITOR'S STANDARD REPORT
7. The auditor's standard report states that the financial statements present fairly, in all 
material respects, an entity's financial position, results of operations, and cash flow s in conformity 
with generally accepted accounting principles. This conclusion may be expressed only when the 
auditor has formed such an opinion on the basis of an audit performed in accordance w ith 
generally accepted auditing standards.
8. The auditor's standard report identifies the financial statements audited in an opening 
(introductory) paragraph, describes the nature of an audit in a scope paragraph, and expresses the 
auditor's opinion in a separate opinion paragraph. The basic elements o f the report are the 
following:
a. A title that includes the word independent3
b. A statement that the financial statements identified in the report were audited
c. A statement that the financial statements are the responsibility o f the Company's 
management3 4 and that the auditor's responsibility is to express an opinion on the 
financial statements based on his audit
d. A statement that the audit was conducted in accordance w ith  generally accepted 
auditing standards
e. A statement that generally accepted auditing standards require that the auditor plan
3 This Statement does not require a title for an auditor's report if the auditor is not independent. See SAS No. 
26, Association With Financial Statements, for guidance on reporting when the auditor is not independent.
4 In some instances, a document containing the auditor's report may include a statement by management 
regarding its responsibility for the presentation of the financial statements. Nevertheless, the auditor's report 
should state that the financial statements are management's responsibility.
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and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement
f. A statement that an audit includes—
(1) Examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements
(2) Assessing the accounting principles used and significant estimates made by
management  
(3) Evaluating the overall financial statement presentation5 
g. A statement that the auditor believes that his audit provides a reasonable basis for 
his opinion
h. An opinion as to whether the financial statements present fairly, in all material 
respects, the financial position of the Company as of the balance sheet date and 
the results of its operations and its cash flows fo r the period then ended in 
conform ity with generally accepted accounting principles
i . The manual or printed signature of the auditor's firm 
j .  The date6 of the audit report
The form of the auditor's standard report on financial statements covering a single year is as 
follows:
Independent Auditor's Report
We have audited the accompanying balance sheet of X Company as o f December 
3 1 ,  19XX, and the related statements of income, retained earnings, and cash flows 
for the year then ended. These financial statements are the responsibility of the 
Company's management. Our responsibility is to express an opinion on these 
financial statements based on our audit.
We conducted our audit in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We 
believe that our audit provides a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all 
material respects, the financial position of X Company as o f [at] December 31, 
19XX, and the results of its operations and its cash flows for the year then ended 
in conform ity w ith  generally accepted accounting principles.
5 Paragraphs 3 and 4 of SA S No. 69, The Meaning of Present Fairly in Conformity With Generally Accepted 
Accounting Principles in the Independent Auditor's Report, (AICPA, Professional Standards, vol. 1, AU sec. 411), 
discuss the auditor's evaluation of the overall presentation of the_financial statements.
• For guidance on dating the auditor's report, see SAS No. 1, Dating o f  the Independent Auditor's Report 
(AICPA, Professional Standards, vol. 1, AU sec. 530).
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[Signature]
[Date]
The form of the auditor's standard report on comparative financial statements7 is as follows:
Independent Auditor's Report
We have audited the accompanying balance sheets of X Company as of December 
31, 19X2 and 19X1, and the related statements of income, retained earnings, and 
cash flow s for the years then ended. These financial statements are the 
responsibility of the Company's management. Our responsibility is to express an 
opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform the audit to  obtain reasonable 
assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all 
material respects, the financial position of X Company as o f [at] December 31,
19X2 and 19X1, and the results of its operations and its cash flow s for the years 
then ended in conformity with generally accepted accounting principles.
[Signature]
[Date]
9. The report may be addressed to the company whose financial statements are being 
audited or to its board of directors or stockholders. A report on the financial statements of an 
unincorporated entity should be addressed as circumstances dictate, fo r example, to  the partners, 
to the general partner, or to the proprietor. Occasionally, an auditor is retained to audit the 
financial statements of a company that is not his client; in such a case, the report is customarily 
addressed to the client and not to the directors or stockholders of the company whose financial 
statements are being audited.
7 If statements of income, retained earnings, and cash flows are presented on a comparative basis for one or 
more prior periods, but the balance sheet(s) as of the end of one (or more) of the prior period(s) is not presented, 
the phrase "for the years then ended" should be changed to indicate that the auditor's opinion applies to each 
period for which statements of income, retained earnings, and cash flows are presented, such as "for each of the 
three years in the period ended (date of latest balance sheet]."
12
10. This Statement also discusses the circumstances that may require the auditor to depart 
from the standard report and provides reporting guidance in such circumstances. This Statement 
is organized by type of opinion that the auditor may express in each of the various circumstances 
presented; th is section describes what is meant by the various audit opinions;
   Unqualified opinion. An unqualified opinion states that the financial  statements
present fairly, in all material respects, the financial position, results o f operations, 
and cash flows of the entity in conformity w ith generally accepted accounting 
principles. This is the opinion expressed in the standard report discussed in 
paragraph 8.
•  Explanatory language added to the auditor's standard report. Certain 
circumstances, while not affecting the auditor's unqualified opinion on the financial 
statements, may require that the auditor add an explanatory paragraph (or other 
explanatory language) to his report.
•  Qualified opinion. A qualified opinion states that, except fo r the effects of the 
matter(s) to which the qualification relates, the financial statements present fairly, 
in all materia, respects, the financial position, results of operations, and cash flows 
o f the entity in conformity with generally accepted accounting principles.
• Adverse opinion. An adverse opinion states that the financial statements do not 
present fairly the financial position, results of operations, or cash flow s of the 
entity in conformity with generally accepted accounting principles.
• •  Disclaimer o f opinion. A disclaimer of opinion states tha t the auditor does not 
express an opinion on the financial statements.
These opinions are discussed in greater detail throughout the remainder o f th is  document .
EXPLANATORY LANGUAGE ADDED TO THE AUDITOR'S STANDARD REPORT
11. Certain circumstances, while not affecting the auditor's unqualified opinion, may 
require that the auditor add an explanatory6 paragraph (or other explanatory language) to his 
standard report.® These circumstances include:
a. The auditor's opinion is based in part on the report of another auditor (paragraphs 
12 and 13).
b. To prevent the financial statements from being misleading because of unusual 
circumstances, the financial statements contain a departure from  an accounting 
principle promulgated by a body designated by the AICPA Council to  establish such 
principles (paragraphs 14 and 15).
c .  T h e f in a n c i a l  s t a t em e n t s  ar e  a f f e c ted  b y  u n c er tain t i es  c o n c e r n i n g  f u t u r e ev e n t s ,  t h e 
8-Unless otherwise required by the provisions of this Statement, an explanatory paragraph may precede or 
follow the opinion paragraph in the auditor's report.
9 See footnote 3.
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O u tc o m e  o f  w h ic h is n o t  s u s c e p t ib le  o f  re a s o n a b le  e s t im a t io n  a t  th e  date  of  th e  
au d ito r's -re p o rt (paragraphs 1 6 -33 ).
d. c . There is substantial doubt about the entity's ability to  continue as a going 
concern.10
e. d . There has been a material change between periods in accounting principles or in the 
method of their application (paragraphs 3 4 -3 6  .16-.18).
f . e. Certain circumstances relating to reports on comparative financial statements exist 
(paragraphs 7 7 ,  7 8, 71, 72, and 81- 8 3  75-77).
g. f. Selected quarterly financial data required by SEC Regulation S-K has been omitted 
or has not been reviewed. (See paragraph 41 o f SAS No. 71, Interim Financial 
Information (AICPA, Professional Standards, vol. 1, AU sec. 722J.)
h . g . Supplementary information required by the Financial Accounting Standards Board 
(FASB) or the Governmental Accounting Standards Board (GASB) has been omitted, 
the presentation of such information departs materially from FASB or GASB 
guidelines, the auditor is unable to complete prescribed procedures w ith respect to 
such information, or the auditor is unable to remove substantial doubts about 
whether the supplementary information conforms to FASB or GASB guidelines. (See 
paragraph 2 of SAS No. 52, Required Supplementary Information [AICPA, 
Professional Standards, vol. 1, AU sec. 550].)
i .  h . Other information in a document containing audited financial statements is 
materially inconsistent with information appearing in the financial statements. (See 
paragraph 4 of SAS No. 8, Other Information in Documents Containing Audited  
Financial Statements [AICPA, Professional Standards, vol.1, AU sec. 550].)
In addition, the auditor may add an explanatory paragraph to emphasize a matter regarding the 
financial statements (paragraph 37 19 ).
Opinion Based in Part on Report o f Another Auditor
12. When the auditor decides to make reference to the report o f another auditor as a basis, 
in part, for his opinion, he should disclose this fact in the introductory paragraph of his report and 
should refer to  the report of the other auditor in expressing his opinion. These references indicate 
division of responsibility for performance of the audit. (See SAS No. 1, Part o f  A ud it Performed 
by Other Independent Auditors [AICPA, Professional Standards, vol. 1, AU sec. 543].)
13. An example of a report indicating a division of responsibility fo llows:
Independent Auditor's Report
We have audited the consolidated balance sheets of ABC Company and subsidiaries 
as o f December 31, 19X2 and 19X1, and the related consolidated statements of 
income, retained earnings, and cash flows for the years then ended. These financial 
statements are the responsibility of the Company's management. Our responsibility
10 SA S No. 59, The Auditor's Consideration o f an Entity's Ability to Continue as a Going Concern (AICPA, 
Professional Standards, vol. 1, AU sec. 341), describes the auditor's responsibility to evaluate whether there is 
substantial doubt about the entity's ability to continue as a going concern for a reasonable period of time and, 
when applicable, to consider the adequacy of financial statement disclosure and to include an explanatory 
paragraph in his report to reflect his conclusions.
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is to express an opinion on these financial statements based on our audits. We did 
not audit the financial statements of B Company, a wholly-owned subsidiary, w h ich
statements reflect total assets of $______ and $ a s o f December 31,  
19X2 and 19X1, respectively, and total revenues of $______ and _______for the
years then ended. Those statements were audited by other auditors whose report   
has been furnished to us, and our opinion, insofar as it relates to  the amounts 
included fo r B Company, is based solely on the report of the other auditors.  
We conducted our audits in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audit to  obtain reasonable 
assurance about whether the financial statements are free o f material 
misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We 
believe that our audits and the report of other auditors provide a reasonable basis 
fo r our opinion.
In our opinion, based on our audits and the report o f other auditors, the 
consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of ABC Company and subsidiaries as of December 
3 1 ,  19X2 and 19X1, and the results of their operations and their cash flow s for the 
years then ended in conformity with generally accepted accounting principles.
Departure From a Promulgated Accounting Principle
14. Rule 203 o f the Code o f Professional Conduct (AICPA, Professional Standards, vol. 2, 
ET sec. 203) states:
A member shall not (1) express an opinion or state affirmatively tha t the financial 
statements or other financial data of any entity are presented in conform ity with 
generally accepted accounting principles or (2) state that he or she is not aware of 
any material modifications that should be made to such statements or data in order 
fo r them to  be in conformity with generally accepted accounting principles, if such 
statements or data contain any departure from an accounting principle promulgated 
by bodies designated by Council to establish such principles tha t has a material 
effect on the statements or data taken as a whole. If, however, the statements or 
data contain such a departure and the member can demonstrate that due to 
unusual circumstances the financial statements or data would otherwise have been 
misleading, the member can comply with the rule by describing the departure, its
approximate effects, if practicable, and the reasons why com pliance w ith  t he   
principle would result in a misleading statement.  
15. When the circumstances contemplated by ru le 203 are p r e s e n t,  t he a u d i t o r's  report 
should include, in a separate paragraph or paragraphs, the information required by the rule. In such 
a case, it is appropriate for him to express an unqualified opinion w ith  respect to  the conformity 
of the financial statements with generally accepted accounting principles unless there are other 
reasons, not associated w ith the departure from a promulgated principle, no t to  do so. (See SAS 
No. 69, The Meaning o f  Present Fairly in Conformity With Generally Accepted Accounting
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Principles in the Independent Auditor's Report.) 
U n c er t a i n t i e s
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18
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or in the method of their application that has a material effect on the comparability of the 
company's financial statements, the auditor should refer to the change in an explanatory paragraph' 
of his report. Such explanatory paragraph (following the opinion paragraph) should identify the 
nature o f the change and refer the reader to the note in the financial statements that discusses 
the change in detail. The auditor's concurrence with a change is implicit unless he takes exception 
to the change in expressing his opinion as to fair presentation of the financial statements in 
conformity w ith generally accepted accounting principles.15 11 When there is a change in 
accounting principles, there are also other matters that the auditor should consider (see paragraphs 
59  52  through 66 59.
35. 17. Following is an example of an appropriate explanatory paragraph:
As discussed in Note X to the financial statements, the Company changed its 
method of computing depreciation in 19X2.
3 6 . 18 . The addition of this explanatory paragraph in the auditor's report is required in 
reports on financial statements of subsequent years as long as the year o f the change is presented 
 and reported on.16 12 However, if the accounting change is accounted fo r by retroactive
 restatement of the financial statements affected, the additional paragraph is required only in the 
 year of the change since, in subsequent years, all periods presented w ill be comparable.
 
 Emphasis o f a Matter
 3 7 .  1 9 .  I n some circumstances, the auditor may wish to emphasize a matter regarding the
 financial statements, but nevertheless intends to express an unqualified opinion.13 Fo r  ex am p le ,
h e m ay w i s h  t o  e m p h a s i z e Examples of matters the auditor may  wish to  emphasize are—
 
 Tha t he entity' s  component of a larger business enterprise, or
 
(That it the entity has had significant transactions w it h reIated parties, o r  h e m a y
w i s h  t o  e m p h as i z e an
 
Unusually important subsequent event events o r  a n      
Accounting matter matters affecting the comparability o f the financial statements 
w ith  those of the preceding period.
 15 1 W ith respect to the method of accounting for the effect of a change in accounting principle, see 
 Accounting Principles Board Opinion No. 20, Accounting Changes, including paragraph 4 , which states that 
methods of accounting for changes in principles resulting from the implementation of new pronouncements 
provided in those pronouncements.  
18 12 An exception to this requirement occurs w hen a change in accounting principle that does not require a 
cumulative effect adjustment is made at the beginning of the earliest year presented and reported on. That 
exception is addressed in paragraphs 16 through 23 of the auditing interpretation of SAS No. 1, Consistency o f  
Application o f  Generally Accepted Accounting Principles, titled "Impact on the Auditor's Report of FIFO to LIFO 
Change in Comparative Financial Statements" (AICPA, Professional Standards, vol. 1, AU sec. 9420 ).
13 Suchpargs reoptnal dmybe sol athudir's cetion.  
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Unusually important riskouncetadwhg,f
estimates, o r concentrations.
Such explanatory information should be presented in a separate paragraph o f the auditor's report. 
Phrases such as "w ith  the foregoing [following ] explanation" should no t be used in the opinion 
paragraph in situations of this type.
DEPARTURES FROM UNQUALIFIED OPINIONS
Qualified Opinions
38. 20. Certain circumstances may require a qualified opinion. A  qualified opinion states 
that, except fo r  the effects of the matter to which the qualification relates, the financial 
statements present fairly, in all material respects, financial position, results o f operations, and cash 
flows in conform ity w ith  generally accepted accounting principles. Such an opinion is expressed 
when—
a. There is a lack of sufficient competent evidential matter or there are restrictions on 
the scope of the audit that have led the auditor to conclude tha t he cannot express 
an unqualified opinion and he has concluded not to disclaim an opinion (paragraphs
b. The auditor believes, on the basis of his audit, that the financial statements contain 
a departure from generally accepted accounting principles, the effect of which is 
material, and he has concluded not to express an adverse opinion (paragraphs 40-
3 9. 21. When the auditor expresses a qualified opinion, he should disclose all o f the 
substantive reasons in one or more separate explanatory paragraph(s) preceding the opinion 
paragraph of his report. He should also include, in the opinion paragraph, the  appropriate qualifying 
language and a reference to the explanatory paragraph. A qualified opinion should include the word 
except or exception in a phrase such as except for or with the exception of. Phrases such as 
subject to and w ith  the foregoing explanation are not clear or forceful enough and should not be 
used. Since accompanying notes are part of the financial statements, wording such as fairly 
presented, in a ll material respects, when read in conjunction w ith  Note 1 is likely to be 
misunderstood and should no 
   
Scope Limitations  
40 . 2 2 .  The auditor can determine that he is able to express an unqualified opinion only 
if his audit has been conducted in accordance with generally accepted auditing standards and if 
he has therefore been able to apply all the procedures he considers necessary in the 
circumstances. Restrictions on the scope of his audit, whether imposed by the client or by 
circumstances, such as the timing of his work, the inability to obtain suffic ient competent 
evidential matter, or an inadequacy in the accounting records, may require him  to  qualify his 
opinion or to  disclaim an opinion. In such instances, the reasons for the auditor's qualification of 
opinion or disclaimer o f opinion should be described in his report.
4 1. 23. The auditor's decision to qualify his opinion or disclaim an opinion because of a
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scope limitation depends on his assessment of the importance of the omitted procedure(s) to his 
ability to form  an opinion on the financial statements being audited. This assessment will be 
affected by the nature and magnitude of the potential effects of the matters in question and by 
their significance to the financial statements. If the potential effects relate to  many financial 
statement items, this significance is likely to be greater than if only a limited number of  items is  
involved.  
   
4 2 .  2 4 . Common restrictions on the scope of  the audit include those applying to the 
observation o f physical inventories and the confirmation of accounts receivable by direct 
communication w ith  debtors.17 14 Another common scope restriction involves accounting for 
long-term investments when the auditor has not been able to obtain audited financial statements 
of an investee. Restrictions on the application of these or other audit procedures to important 
elements o f the financial statements require the auditor to decide whether he has examined 
sufficient competent evidential matter to permit him to express an unqualified o r qualified opinion, 
o r whether he should disclaim an opinion. When restrictions that significantly/lim it the scope of 
the audit are imposed by the client, ordinarily the auditor s hould disclaim  an opinion on the 
financial statements.  
43 . 25. When a qualified opinion results from a limitation on the scope of the audit or an 
insufficiency o f evidential matter, the situation should be described in an explanatory paragraph 
preceding the opinion paragraph and referred to in both the scope and opinion paragraphs of the 
auditor's report. It is not appropriate for the scope of the audit to be explained in a note to the 
financial statements, since the description of the audit scope is the responsibility of the auditor 
and not that o f his client.
4 4 .26. When an auditor qualifies his opinion because o f a scope lim itation, the wording 
in the opinion paragraph should indicate that the qualification pertains to  the possible effects on 
the financial statements and not to the scope limitation itself. Wording such as "In our opinion, 
except fo r the above-mentioned limitation on the scope of our audit ..."  bases the exception on 
the restriction itself, rather than on the possible effects on the financial statements and, therefore, 
is unacceptable. An example of a qualified opinion related to a scope lim itation concerning an 
investment in a foreign affiliate (assuming the effects of the limitation are such that the auditor 
has concluded that a disclaimer of opinion is not appropriate) follows:
Independent Auditor's Report
[Same firs t paragraph as the standard report]
Except as discussed in the following paragraph, we conducted o u r audits in 
accordance w ith  generally accepted auditing standards. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether
17 14 Circumstances such as the timing of his work may make it impossible for the auditor to accomplish these 
procedures. In this case, if he is able to satisfy himself as to inventories or accounts receivable by applying 
alternative procedures, there is no significant limitation on the scope of his work, and his report need not include 
a reference to the omission of the procedures or the use of alternative procedures. It is important to understand, 
however, that SAS N o.1, inventories (AICPA, Professional Standards, vol. 1, AU sec. 3 3 1 ), states that "it will 
always be necessary for the auditor to make, or observe, some physical counts of the inventory and apply 
appropriate tests of intervening transactions.”
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the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion.
We were unable to obtain audited financial statements supporting the Company's
investment in a foreign affiliate stated at $______ and $_______ at December 31,
19X2 and 19X1, respectively, or its equity in earnings o f that affiliate o f $______ •
and $_______, which is included in net income for the years then ended as
described in Note X to the financial statements; nor were w e able to  satisfy 
ourselves as to  the carrying value of the investment in the foreign affiliate or the 
equity in its earnings by other auditing procedures.
In our opinion, except for the effects of such adjustments, if  any, as m ight have 
been determined to be necessary had we been able to examine evidence regarding 
the foreign affiliate investment and earnings, the financial statements referred to 
in the firs t paragraph above present fairly, in all material respects, the financial 
position o f X Company as of December 3 1 ,  19X2 and 19X1, and the results of its 
operations and its cash flows for the years then ended in conform ity w ith  generally 
accepted accoutring principles.
45. 27.Other scope limitations. Sometimes, notes to financial statements may contain 
unaudited information, such as pro forma calculations or other similar disclosures. If the unaudited 
information (for example, an investor's share, material in amount, o f an investee's earnings 
recognized on the equity method) is such that it should be subjected to  auditing procedures in 
order for the auditor to  form an opinion with respect to the financial statements taken as a whole, 
the auditor should apply the procedures he deems necessary to the unaudited information. If the 
auditor has not been able to apply the procedures he considers necessary, he should qualify his 
opinion or disclaim an opinion because of a limitation on the scope o f his audit.
4 6 . 2 8 .  If, however, these disclosures are not necessary to fa irly  present the financial 
position, operating results, or cash flows on which the auditor is reporting, such disclosures may 
be identified as unaudited or as not covered by the auditor's report. For example, the pro forma 
effects of a business combination or of a subsequent event may be labelled unaudited. Therefore, 
while the event or transaction giving rise to the disclosures in these circumstances should be 
audited, the pro forma disclosures of that event or transaction would no t be. The auditor should 
be aware, however, tha t SAS No. 1, Dating o f the Independent A ud ito r's  Report, states that, if 
 the auditor is aware o f a material subsequent event that has occurred after the completion of 
fieldwork but before issuance of the report that should be disclosed, his only options are to dual 
 date the report or date the report as of  the date of the subsequent event and extend the 
procedures fo r review of subsequent events to that date. Labelling the note unaudited is not an 
acceptable alternative in these circumstances.
47 . 33 . Limited reporting engagements. The auditor may be asked to report on one basic 
financial statement and not on the others. For example, he may be asked to report on the balance
  sheet and not on the statements of income, retained earnings or cash flow s. These engagements -  
 do not involve scope limitations if the auditor's access to information underlying the basic financial
 statements is not limited and if he applies all the procedures he considers necessary in the 
 circumstances; rather, such engagements involve limited reporting objectives.
48. 34. An auditor may be asked to report on the balance sheet only. In this case, the 
auditor may express an opinion on the balance sheet only. An example o f an unqualified opinion 
on a balance-sheet-only audit follows (the report assumes that the auditor has been able to satisfy 
himself regarding the consistency of application of accounting principles):
Independent Auditor's Report
We have audited the accompanying balance sheet of X Company as of December 
31, 19XX. This financial statement is the responsibility of the Company's
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management. Our responsibility is to express an opinion on this financial statement 
based on our audit.
We conducted our audit in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform the audit to  obtain reasonable 
assurance about whether the balance sheet is free of material m isstatement. An 
audit includes examining, on a test basis, evidence supporting the  amounts and 
disclosures in the balance sheet. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as 
.evaluating the overall balance sheet presentation. We believe tha t our audit o f the 
balance sheet provides a reasonable basis for our opinion.
In our opinion, the balance sheet referred to above presents fa irly, in all material 
respects, the financial position of X Company as of December 31, 19XX, in 
conform ity w ith  generally accepted accounting principles. 
Departure From a Generally Accepted Accounting Principle   
 
49  3 5 .  When financial statements are materially affected b y a departure from  generally 
accepted accounting principles and the auditor has audited the statements in accordance w ith 
generally accepted auditing standards, he should express a qualified (paragraphs 5 0  36  through
or an adverse (paragraphs 67 60 through 6 9 62) opinion. The basis fo r such opinion should  
be stated in his report.  
50. 36. In deciding whether the effects of a departure from generally accepted accounting 
principles are sufficiently material to require either a qualified or adve rse  opinion, one factor to be 
considered is the dollar magnitude of such effects. However, the concept o f materiality does not 
depend entirely on relative size; it involves qualitative as well as quantitative judgments. The 
significance of an item to a particular entity (for example, inventories to  a manufacturing 
company), the pervasiveness of the misstatement (such as whether it a ffects the amounts and 
presentation o f numerous financial statement items), and the effect o f the m isstatement on the 
financial statements taken as a whole are all factors to be considered in making a judgment 
regarding materiality.
51  3 7 .  When the auditor expresses a qualified opinion, he should disclose, in a separate 
explanatory paragraph(s) preceding the opinion paragraph of his report, all o f the  substantive 
reasons that have led him to conclude that there has been a departure from  generally accepted 
accounting principles. Furthermore, the opinion paragraph of his report should include the 
appropriate qualifying language and a reference to the explanatory paragraph(s).
The explanatory paragraph(s) should also disclose the principal effects of the 
subject matter o f the qualification on financial position, results of operations, and cash flows, if 
practicable.18 15 If the effects are not reasonably determinable, the report should so state. If such
SAS No. 3 2 , Adequacy o f  Disclosure in Financial Statements (AICPA, Professional Standards, vol. 1, AU 
sec. 43 1 ), defines practicable as "...the information is reasonably obtainable from m anagem ent's accounts and 
records and that providing the information in his report does not require the auditor to  assume the position of a 
preparer of financial information." For example, if the information can be obtained from  the accounts and records 
without the auditor substantially increasing the effort that would normally be required to  complete the audit, the
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disclosures are made in a note to the financial statements, the explanatory paragraph(s) may be 
shortened by referring to it.
fjjgf An example of a report in which the opinion is qualified because of the use of an 
accounting principle at variance with generally accepted accounting principles follows (assuming 
the effects are such that the auditor has concluded that an adverse opinion is not appropriate):
Independent Auditor's Report
[Same firs t and second paragraphs as the standard report]
The Company has excluded, from property and debt in the accompanying balance 
sheets, certain lease obligations that, in our opinion, should be capitalized in order 
to conform w ith  generally accepted accounting principles. If these lease obligations
were capitalized, property would be increased by $______ and $_______ , long-term
debt by $______ and $_______, and retained earnings by $_______and _____
as of December 3 1 ,  19X2 and 19X1, respectively. Additionally, net income would
be increased (decreased) by $______ and $_______ and earnings per share would
be increased (decreased) by $______ and $_______, respectively, fo r the years then
ended.
In our opinion, except for the effects of not capitalizing certain lease obligations as 
discussed in the preceding paragraph, the financial statements referred to above 
present fairly, in all material respects, the financial position o f X  Company as of 
December 3 1 ,  19X2 and 19X1, and the results of its operations and its cash flows 
for the years then ended in conformity w ith generally accepted accounting 
principles.
5 4 . 40 . If the pertinent facts are disclosed in a note to the financial statements, a separate 
paragraph (preceding the opinion paragraph) of the auditor's report in the circumstances illustrated 
in paragraph 53  3 9  might read as follows:
As more fully described in Note X to the financial statements, the Company has 
excluded certain lease obligations from property and debt in the accompanying 
balance sheets. In our opinion, generally accepted accounting principles require that 
such obligations be included in the balance sheets.
55 . 41. Inadequate disclosure. Information essential for a fair presentation in conformity 
with generally accepted accounting principles should be set forth in the financial statements 
(which include the related notes). When such information is set fo rth  elsewhere in a report to 
shareholders, or in a prospectus, proxy statement, or other similar report, it should be referred to 
in the financial statements. If the financial statements, including accompanying notes, fail to 
disclose information that is required by generally accepted accounting principles, the auditor should 
express a qualified on adverse opinion because of the departure from those principles and should 
provide the information in his report, if practicable  195unless its omission from  the auditor's
 
information should be presented in his report.
19 15 See footnote 18 15.
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report is recognized as appropriate by a specific Statement on Auditing Standards.
56. 42. Following is an example of a report qualified for inadequate disclosure (assuming 
the effects are such that the auditor has concluded an adverse opinion is not appropriate):
Independent Auditor's Report
[Same firs t and second paragraphs as the standard report]
The Company's financial statements do not disclose [describe the  nature o f the 
omitted disclosures]. In our opinion, disclosure of this information is required by 
generally accepted accounting principles.
In our opinion, except for the omission of the information discussed in the 
preceding paragraph, ...
If a company issues financial statements that purport to  present financial position 
and results o f operations but omits the related statement of cash flow s, the auditor will normally 
conclude that the omission requires qualification of his opinion.
58. 44. The auditor is not required to prepare a basic financial statement (for example, a 
statement o f cash flow s for one or more periods) and include it in his report if  the company's 
management declines to present the statement. Accordingly, in these cases, the auditor should 
ordinarily qualify his report in the following manner:  
Independent Auditor's Report
We have audited the accompanying balance sheets of X Company as o f December 
31, 19X2 and 19X1, and the related statements of income and retained earnings 
fo r the years then ended. These financial statements are the responsibility o f the 
Company's management. Our responsibility is to express an opinion on these 
financial statements based on our audit.
[Same second paragraph as the standard report]
The Company declined to present a statement of cash flow s fo r the years ended 
December 31, 19X2 and 19X1. Presentation of such statement summarizing the 
Company's operating, investing, and financing activities is required by generally 
accepted accounting principles.
In our opinion, except that the omission of a statement of cash flo w s  results in an 
incomplete presentation as explained in the preceding paragraph, the financial 
statements referred to above present fairly, in all material respects, the financial 
position o f X  Company as of December 3 1 ,  19X2 and 19X1, and the results o f its 
operations fo r the years then ended in conformity w ith  generally accepted 
accounting principles.
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59. 52. Accourrting changes. The auditor should evaluate a change in accounting principle 
to satisfy himself tha t (a) the newly adopted accounting principle is a generally; accepted 
accounting principle, (b) the method of accounting for the effect of the change is in conformity 
w ith generally accepted accounting principles, and (c) management's justifica tion fo r  the change 
is reasonable. If a change in accounting principle does not meet these conditions, the auditor's 
report should so indicate, and his opinion should be appropriately qualified as discussed in 
paragraphs 6 0  5 3  and 61  54 .
60. 53. If (a) a newly adopted accounting principle is not a generally accepted accounting 
principle, (b) the method of accounting for the effect of the change is no t in conform ity with 
generally accepted accounting principles, or (c) management has no t provided reasonable 
justification for the change in accounting principle, the auditor should express a qualified opinion 
or, if the effect o f the change is sufficiently material, the auditor should express an adverse 
opinion on the financial statements.
61. 54.  Accounting Principles Board Opinion No. 20, Accounting Changes, paragraph 16, 
states: "The presumption that an entity should not change an accounting principle may be 
overcome only if the enterprise justifies the use of an alternative acceptable accounting principle 
on the basis that it is preferable." If  management has not provided reasonable justification fo r the 
change in accounting principles, the auditor should express an exception to  the change having 
been made w ithout reasonable  justification. An example of a report qualified fo r this reason 
follows:        
Independent  Audit ' s Report
As disclosed in Note X to the financial statements, the Company adopted, in 19X2, 
the first-ln, first-out method of accounting for its inventories, whereas it previously 
used the last-in, first-out method. Although use of the first-in, firs t-ou t method is 
in conform ity w ith  generally accepted accounting principles, in our opinion the 
Company has not provided reasonable justification for making th is  change as 
required by generally accepted accounting principles.20 17
 
In our opinion, except for the change in accounting principle discussed in the
20 17 SAS No. 1, Consistency o f  the Application o f Generally Accepted Accounting Principles, states that a 
change from an accounting principle that is not generally accepted to one that is generally accepted is a correction 
of an error and that such a change requires recognition in the auditor's report as to  consistency. Therefore, the 
auditor should add an explanatory paragraph to his report discussing the accounting change.
However, because the middle paragraph included in the example presented contains all o f the information 
r equired in an explanatory paragraph on consistency, a separate explanatory paragraph (following the opinion 
 paragraph) as required by paragraphs  34  16 through 33 1 8  of this  section is not necessary in this instance. A
  separate paragraph that identifies the change in accounting principle w ould be required if the substance of the______
\^ isc lo su re  did not fulfill the requirements outlined in these paragraphs.    
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preceding paragraph, the financial statements referred to above present fairly, in 
ail material respects, the financial position of X Company as of December 3 1 ,  19X2
and 19X1, and the results of its operations and its cash flows fo r the years then _________
ended in conformity w ith generally accepted accounting principles.
62.  55 . Whenever an accounting change results in an auditor expressing a qualified or    
adverse opinion on the conformity of financial statements w ith generally accepted accounting 
principles fo r the year of change, he should consider the possible effects o f that change when 
reporting on the entity 's financial statements for subsequent years, as discussed in paragraph 6 3
through 66 59.
6 3. 56. If the financial statements for the year of such change are presented and reported 
on w ith a subsequent year's financial statements, the auditor's report should disclose his 
reservations w ith respect to the statements for the year of change.
6 4 . 5 7 . If an entity has adopted an accounting principle that is not a generally accepted 
accounting principle, its continued use might have a material effect on the statements of a 
subsequent year on which the auditor is reporting. In this situation, the independent auditor should 
express either a qualified opinion or an adverse opinion, depending on the materiality of the 
departure in relation to the statements of the subsequent year.
  6 5 . 5 8 . If an entity accounts for the effect of a change prospectively when generally 
accepted accounting principles require restatement or the inclusion of the cumulative effect of the 
change in the year of change, a subsequent year's financial statements could improperly include 
a charge or credit that is material to those statements. This situation also requires that the auditor 
express a qualified or an adverse opinion.
66. 59 . If management has not provided reasonable justification fo r a change in accounting 
principles, the auditor's opinion should express an exception to the change having been made 
without reasonable justification, as previously indicated. In addition, the auditor should continue 
to express his exception with respect to the financial statements for the year o f change as long 
as they are presented and reported on. However, the auditor's exception relates to  the accounting 
change and does not affect the status of a newly adopted principle as a generally accepted 
accounting principle. Accordingly, while expressing an exception fo r the year o f change, the 
independent auditor's opinion regarding the subsequent years' statements need not express an 
exception to  use of the newly adopted principle.
Adverse Opinions
67. 60. An adverse opinion states that the financial statements do not present fairly the 
financial position or the results of operations or cash flows in conformity w ith  generally accepted 
accounting principles. Such an opinion is expressed when, in the auditor's judgment, the financial 
statements taken as a whole are not presented fairly in conformity w ith  generally accepted 
accounting principles.
68. 61. When the auditor expresses an adverse opinion, he should disclose in a separate 
explanatory paragraph(s) preceding the opinion paragraph of his report (a)-all the substantive 
reasons fo r his adverse opinion, and (b) the principal effects of the subject matter o f the adverse
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opinion on financial position, results of operations, and cash flows, if  practicable.21 16 If the 
effects are not reasonably determinable, the report should so state.
direct
below
69. 2When an adverse opinion is expressed, the opinion paragraph should include a 
reference to a separate paragraph that discloses the basis for the adverse opinion, as shown
 
Independent Auditor's Report
[Same firs t and second paragraphs as the standard report]
As discussed in Note X  to the financial statements, the Company carries its 
property, plant and equipment accounts at appraisal values, and provides 
depreciation on the basis of such values. Further, the Company does not provide 
fo r income taxes w ith respect to differences between financial income and taxable 
income arising because of the use, for income tax purposes, o f the installment 
method of reporting gross profit from certain types of sales. Generally accepted 
accounting principles require that property, plant and equipment be stated at an 
amount not in excess of cost, reduced by depreciation based on such amount, and 
that deferred income taxes be provided.
Because of the departures from generally accepted accounting principles identified 
above, as of December 31, 19X2 and 19X1, inventories have been increased 
  $______ and $_______ by inclusion in manufacturing overhead o f depreciation in
  excess o f that based on cost; property, plant, and equipment, less accumulated
 depreciation, is carried at $______ and $_______in excess of an amount based on
the cost to the Company; and deferred income taxes o f $_______and $_______
have not been recorded; resulting in an increase of $______ and $________in
retained earnings and in appraisal surplus of $______ and $_______ , respectively.
For the years ended December 3 1 ,  19X2 and 19X1, cost of goods sold has been
increased $______ and $_______ , respectively, because of the effects of the
depreciation accounting referred to above and deferred income taxes o f $______
and $_______have not been provided, resulting in an increase in net income of
$_______and $_______ , respectively.
In our opinion, because of the effects of the matters discussed in the preceding 
paragraphs, the financial statements referred to above do not present fairly, in 
conform ity w ith generally accepted accounting principles, the financial position of 
X Company as of December 31, 19X2 and 19X1, or the results o f its operations 
or its cash flow s for the years then ended.
21 18 See footnote 1 8  1 5 .
W hen the auditor expresses an adverse opinion, he should also consider the need fo r an explanatory 
paragraph under the circumstances identified in paragraph 11, subsections (c), (d),( e )  and (f ) (e ) of this Statement.
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Disclaimer o f Opinion
7 0 . 63 . A disclaimer of opinion states that the auditor does not express an opinion on the 
financial statements. [The remainder o f existing paragraph 70 has been m oved to new  paragraph 
64.]  
7 1 . 6 4 . A  d isc la imer i t  is appropriate when the auditor has not performed an audit 
sufficient in scope to  enable him to form an opinion on the financial statements.2 0 A disclaimer 
of opinion should n ot be expressed because the auditor believes, on the basis of his audit, that 
there are material departures from generally accepted accounting principles (see paragraphs 49 
 through 66  59 ). When disclaiming an opinion because of a scope lim itation, the auditor should 
indicate in a Separate paragraph(s) the reasons why his audit did not comply w ith generally 
accepted auditing standards. He should state that the scope of his audit was not sufficient to 
warrant the expression of an opinion. The auditor should not identify the procedures that were 
performed nor include the paragraph describing the characteristics o f an audit (that is, the scope 
paragraph of the auditor's standard report); to do so may tend to  overshadow the disclaimer. In 
addition, he should also disclose any other reservations he has regarding fair presentation in 
conformity w ith  generally accepted accounting principles.
An example of a report disclaiming an opinion resulting from an inability to obtain
Sufficient competent evidential matter b ecause of the scope lim itation fo llow s:  
 
Independent Auditor's Report 
 
We were engaged to audit the accompanying balance sheets o f X Com pany as of 
December 31, 19X2 and 19X1, and the related statements of income, retained 
earnings, and cash flows for the years then ended. These financial statements are 
the responsibility of the Company's management.24 21
[Second paragraph o f standard  report should  be omitted]
The Company did not m ake a count o f  i ts  physical inventory in 19X2 or 19X1,
tated in the accompanying financial statements a t______ as of December 31,
19X2, and a t_______ as of December 3 1 , 19X1. Further, evidence supporting the
cost o f property and equipment acquired prior to  December 3 1 ,  19X1, is no longer 
available. The Company's records do not permit the application o f other auditing
procedures to inventories or property and equipment.
22 20 If an accountant is engaged to conduct an audit of the financial statements of a nonpublic entity in 
accordance w ith  generally accepted auditing standards, but is requested to change the engagement to a review 
or a compilation of the statements, he should look to guidance in paragraphs 4 4  through 4 9  of Statement on 
Standards for Accounting and Review Services No. 1, Compilation and Review o f  Financial Statements (AICPA,
Professional Standards, vol. 2,_AR sec. 100). (See SAS No. 26 , Association With Financial Statements. )  
 
24 1Th e wording in the first paragraph of the auditor's stan dard report is changed in a disclaimer of opinion 
because of a  scope limitation. The first sentence now states that "we were engaged to audit" rather than "we 
have audited" since, because of the scope limitation, the auditor was not able to perform an audit in accordance 
with generally accepted auditing standards. In addition, the last sentence of the first paragraph is also deleted, 
because of the scope limitation, to eliminate the reference to the auditor's responsibility to express an opinion.
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Since the Company did not take physical inventories and we were not able to  apply 
other auditing procedures to satisfy ourselves as to inventory quantities and the 
cost of property and equipment, the scope of our work was not suffic ient to enable 
us to  express, and we do not express, an opinion on these financial statements.
PIECEMEAL OPINIONS
7 3  6 7 .  Piecemeal opinions (expressions of opinion as to certain identified items in financial 
statements) should not be expressed when the auditor has disclaimed an opinion or has expressed 
an adverse opinion on the financial statements taken as a whole because piecemeal opinions tend 
to overshadow or contradict a disclaimer of opinion or an adverse opinion.
REPORTS ON COMPARATIVE FINANCIAL STATEMENTS
74. 68The fourth standard of reporting requires that an auditor's report contain either an 
expression of opinion regarding the financial statements taken as a whole  or an assertion to the 
effect that an opinion cannot be expressed. Reference in the fourth reporting standard to the 
financial statements taken as a whole applies not only to the financial statements of the current 
period but also to those of one or more prior periods that are presented on a comparative basis 
w ith those of the current period. Therefore, a continuing aud ito r* should update26 23 his 
report on the individual financial statements of the one or more prior periods presented on a 
comparative basis w ith  those of the c urr ent period.27 24 Ordinarily, the auditor's report on
26 24  A c ontinuing auditor is one who has audited the financial statements of the current period and of one or 
ore consecutive periods immediately prior to the current period.
If one firm of independent auditors merges with another firm and the new firm  becomes the auditor of 
a former client of one of the former firms, the new firm may accept responsibility and express an opinion on the 
financial statements for the prior period(s), as well as for those of the current period. In such circumstances, the 
new firm should follow the guidance in paragraphs 7 4  68 through 78 72 and may indicate in its report or signature 
that a merger took place and may name the firm of independent auditors that was merged w ith  it. If the new firm 
decides not to express an opinion on the prior-period financial statements, the guidance in paragraphs 78 73 
through 8 3  7 7  should be followed.
An updated report on prior-period financial statements should be distinguished from a reissuance of a 
previous report (see paragraphs 6 through 8 of SAS No. 1, Dating o f the Independent Auditor's Report), since in 
issuing an updated report the continuing auditor considers information that he has become aware of during his 
audit of the current-period financial statements (see paragraph 9 9  and because an updated report is issued 
in conjunction w ith  the auditor's report on the current-period financial statements.
27 24  A  continuing auditor need not report on the prior-period financial statem ents If only summarized 
comparative information of th e  prior period(s) is presented. For example, entities such as state and local 
governmental units and not-for-profit organizations frequently present total-all-funds information for the prior
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 comparative financial statements should be dated as of the date of completion o f his most recent 
audit. (See paragraph 1 of SAS No. 1, Dating o f the Independent A ud ito r's  Report.)
75. 69During his audit of the current-period financial statements, the auditor should be 
alert fo r circumstances or events that affect the prior-period financial statements presented (see 
 paragraph 77  71 ) or the adequacy of informative disclosures concerning those statements. (See 
SAS No. 32, Adequacy o f Disclosures in Financial Statements, and ARB No. 43, Chapter 2A.) In 
u pdating his report on the prior-period financial statements, the auditor should consider the effects
of any such circumstances or events coming to his attention.  
   
Different Reports on Comparative Financial Statements Presented   __
Since the auditor's report on comparative financial statements' applies to the 
individual financial statements presented, an auditor may. express a qualified or adverse opinion, 
disclaim an opinion, or include an explanatory paragraph w ith respect to  one or more financial 
 statements for one or more periods, while issuing a different report on the other financial 
statements presented. Following are examples of reports on comparative financial statements 
(excluding the standard introductory and scope paragraphs, where applicable) w ith different 
reports on one or more financial statements presented.
Standard Report on the Prior-Year Financial Statements and a Qualified Opinion on the Current- 
Year Financial Statements
Independent Auditor's Report
[Same firs t and second paragraphs as the standard report]
The Company has excluded, from property and debt in the accompanying 19X2 
balance sheet, certain lease obligations that were entered into in 19X2 which, in 
our opinion, should be capitalized in order to conform w ith  generally accepted 
accounting principles. If these lease obligations were capitalized, property would
be increased by $______ long-term debt by $_______.and retained earnings by
$ as of December 19X2, and net income and earnings per share would
and $  be increased (decreased) by 
ended.
respectively, fo r the year then
the effects  on t h e 1 9X2 
 
financial statements of not In our opinion, except for 
capitalizing certain lease obligations as described in the preceding paragraph, the 
financial statements referred to above present fairly, in all material respects, the 
financial position of ABC Company as of December 31, 19X2 and 19X1, and the 
results of its operations and its cash flows for the years then ended in conform ity
period(s) rather than information by individual funds because of space limitations or to avoid cumbersome or 
confusing formats. In some circumstances, the client may request the auditor to express an opinion on the prior 
period(s) as well as the current period. In those circumstances, the auditor should consider w h e th e r  th e  inform ation  
included for the prior period(s) contains sufficient detail to  constitute a fair presentation in conformity with 
generally accepted accounting principles. In most cases, this w ill necessitate including additional columns or 
 separate detail by fund, or the auditor would need to modify  his repo r t ,
with generally accepted accounting principles.
Standard Report on the Current-Year Financial Statements With a Disclaimer o f  Opinion on the 
Prior-Year Statements o f Income, Retained Earnings, and Cash Flows
Independent Auditor's Report
[Same f irs t paragraph as the standard report]
Except as explained in the following paragraph, we conducted our audits in 
accordance w ith generally accepted auditing standards. Those standards require 
that we plan and perform our audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that our audits provide a 
reasonable basis fo r our opinion.
We did not observe the taking of the physical inventory as of December 3 1 ,  19X0, 
since tha t date was prior to our appointment as auditors fo r the Company, and we 
were unable to satisfy ourselves regarding inventory quantities by means of other 
auditing procedures. Inventory amounts as of December 31, 19X0, enter into the 
determination of net income and cash flows for the year ended December 31, 
19X1.28 25
Because of the matter discussed in the preceding paragraph, the scope of our work 
was not sufficient to enable us to express, and we do not express, an opinion on 
the results of operations and cash flows for the year ended December 31, 19X1.
In our opinion, the balance sheets of ABC Company as of December 31, 19X2 and
19X1, and the related statements of income, retained earnings, and cash flow s for 
the year ended December 31, 19X2, present fairly, in all material respects, the 
financial position of ABC Company as of December 31, 19X2 and 19X1; and the 
results o f its operations and its cash flows for the year ended December 3 1 ,  19X2, 
in conform ity w ith  generally accepted accounting principles.
Opinion on Prior-Period Financial Statements Different From the Opinion Previously Expressed
 
7 7 , 7 1 . If, during his current audit, an auditor becomes aware o f circumstances or events 
that affect the financial statements of a prior period, he should consider such matters when 
updating his report on the financial statements of the prior period. For example, if an auditor has 
previously qualified his opinion or expressed an adverse opinion on financial statements of a prior 
period because o f a departure from generally accepted accounting principles, and the prior-period 
financial statements are restated in the current period to conform w ith  generally accepted
29 6 It  is assumed that the independent auditor has been able to satisfy himself as to the consistency of 
application of generally accepted accounting principles. See SAS No. 1, Consistency o f  Application o f Generally 
Accepted Accounting Principles, for a discussion of consistency.
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accounting principles, the auditor's updated report on the financial statements o f the prior period 
should indicate that the statements have been restated and should express an unqualified opinion 
with respect to the restated financial statements.
78. 72. If, in an updated report, the opinion is different from  the opinion previously 
expressed on the financial statements of a prior period, the auditor should disclose all the 
substantive reasons fo r the different opinion in a separate explanatory paragraph(s). preceding the 
opinion paragraph of his report.29 The explanatory paragraph(s) should disclose (a) the date of 
the auditor's previous report, (b) the type of opinion previously expressed, (c) the circumstances 
or events that caused the auditor to express a different opinion, and (d) tha t the auditor's updated 
opinion on the financial statements of the prior period is different from  his previous opinion on 
those statements. The following is an example of an explanatory paragraph that may be 
appropriate when an auditor issues an updated report on the financial statements o f a prior period 
that contains an opinion different from the opinion previously expressed:
Independent Auditor's Report
[Same firs t and second paragraphs as the standard report]
In our report dated March 1, 19X2, we expressed an opinion that the 19X1 
financial statements did not fairly present financial position, results o f operations, 
and cash flow s in conformity with generally accepted accounting principles because 
of tw o  departures from such principles: (1) the Company carried its  property, plant, 
and equipment at appraisal values, and provided for depreciation on the basis of 
such values, and (2) the Company did not provide for deferred income taxes w ith 
respect to differences between income for financial reporting purposes and taxable 
income. As described in Note X, the Company has changed its method of 
accounting fo r these items and restated its 19X1 financial statements to  conform 
w ith  generally accepted accounting principles. Accordingly, our present opinion on 
the 19X1 financial statements, as presented herein, is different from  that expressed 
in our previous report.30 28
In our opinion, the financial statements referred to above present fa irly, in all 
material respects, the financial position of X Company as o f December 31, 19X2 
and 19X1, and the results of its operations and its cash flow s fo r the years then 
ended in conformity with generally accepted accounting principles.
Report o f Predecessor Auditor
A predecessor auditor ordinarily would be in a position to  reissue his report on the 
financial statements of a prior period at the request of a former client if he is able to make
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satisfactory arrangements with his former client to perform this service and if he performs the 
procedures described in paragraph 80 74.31 27
Predecessor Aud ito r's  Report Reissued
80 . 74 . Before reissuing (or consenting to the reuse of) a report previously issued on the 
financial statements of a prior period, a predecessor auditor should consider whether his previous 
report on those statements is still appropriate. Either the current form or manner o f presentation 
o f the financial statements of the prior period or one or more subsequent events might make a 
predecessor auditor's previous report inappropriate. Consequently, a predecessor auditor should 
(a) read the financial statements of the current period, (b) compare the prior-period financial 
statements tha t he reported on with the financial statements to be presented fo r comparative 
purposes, and (c) obtain a letter of representations from the successor auditor. The letter of 
representations should state whether the successor's audit revealed any matters that, in the 
successor's opinion, might have a material effect on, or require disclosure in, the financial 
statements reported on by the predecessor auditor. Also, the predecessor auditor may wish to 
consider the matters described in paragraphs 10 through 12 of SAS No. 1, Part o f  A u d it Performed 
by Other Independent Auditors. However, the predecessor auditor should not refer in his reissued 
report to the report or work of the successor auditor.
S 4 - r | j |  A predecessor auditor who has agreed to reissue his report may become aware of 
events or transactions occurring subsequent to the date of his previous report on the financial 
statements of a prior period that may affect his previous report (for example, the successor auditor 
might indicate in his response that certain matters have had a material e ffect on the prior-period 
financial statements reported on by the predecessor auditor). In such circumstances, the 
predecessor auditor should make inquiries and perform other procedures tha t he considers 
necessary (for example, reviewing the working papers of the successor auditor as they relate to 
the matters affecting the prior-period financial statements). He should then decide, on the basis 
of the evidential matter obtained, whether to revise his report. If a predecessor auditor conclude 
that his report should be revised, he should follow the guidance in paragraphs 77 ,  78 71, 72 and 
82  7 6  of this section.
 
8 2 A predecessor auditor's knowledge of thec urrent  affairs of his fr m er client is 
obviously limited in the absence of a continuing relationship. Consequently, when reissuing his 
report on prior-period financial statements, a predecessor auditor should use the date of his 
previous report to  avoid any implication that he has examined any records, transactions, or events 
after that date. If the predecessor auditor revises his report or if the financial statements are 
restated, he should dual-date his report. (See paragraph 5 of SAS No. 1, Dating o f  the Independent 
Auditor's Report.)
Predecessor A ud ito r's  Report Not Presented
8 3 , 7 7 . If the financial statements of a prior period have been audited by a predecessor 
auditor whose report is not presented, the successor auditor should indicate in the introductory 
paragraph of his report (a) that the financial statements of the prior period were audited by another
I t  is recognized that there may be reasons why a predecessor auditor's report m ay not be reissued and this 
section does not address the various situations that could arise.
auditor,32 28 (b) the date of his report, (c) the type of report issued by the predecessor auditor, 
and (d) if the report was other than a standard report, the substantive reasons therefor. An 
example of a successor auditor's report when the predecessor auditor's report is not presented 
is shown below:
Independent Auditor's Report
We have audited the balance sheet of ABC Company as o f December 3 1 ,  19X2, 
and the related statements of income, retained earnings, and cash flow s fo r the 
year then ended. These financial statements are the responsibility o f the 
Company's management. Our responsibility is to express an opinion on these 
financial statements based on our audit. The financial statements o f ABC Company 
as of December 31, 19X1, were audited by other auditors whose report dated 
March 31, 19X2, expressed an unqualified opinion on those statements.
[Same second paragraph as the standard report]
In our opinion, the 19X2 financial statements referred to above present fairly, in all 
material respects, the financial position of ABC Company as o f December 31, 
19X2, and the results of its operations and its cash flows fo r the year then ended 
in conform ity with generally accepted accounting principles.
If the predecessor auditor's report was other than a standard report, the successor auditor 
should describe the nature of and reasons for the explanatory paragraph added to the 
predecessor's report or his opinion qualification. Following is an illustration of the wording that 
may be included in the successor auditor's report:
... were audited by other auditors whose report dated March 1, 19X2, on those 
statements included an explanatory paragraph that described the l itigation change
financial statements.
If the financial statements have been restated, the introductory paragraph should indicate 
that a predecessor auditor reported on the financial statements o f the prior period before 
restatement. In addition, if the successor auditor is engaged to audit and applies sufficient 
procedures to satisfy himself as to the appropriateness of the restatement adjustments, he may 
also include the following paragraph in his report:
We also audited the adjustments described in Note X that were applied to  restate 
the 19X1 financial statements. In our opinion, such adjustments are appropriate 
and have been properly applied.
The successor auditor should not name the predecessor auditor in his report; however, the successor 
auditor may name the predecessor auditor if the predecessor auditor's practice was acquired by, or merged with, * 
that of the successor auditor. '
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EFFECTIVE DATE AND TRANSITION
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October 17, 1995
Ms. Judith M. Sherinsky, Technical Manager
Auditing Standards Division, File 4293
American Institute o f  Certified Public Accountants
1211 Avenue o f  the Americas
New York, New York 10036-8775
Dear Ms. Sherinsky:
The Committee on Auditing Services of the Illinois CPA Society ("Committee") is pleased to have 
 the opportunity to comment on the exposure draft of the Proposed Statement on Auditing Standards,
Amendment to Statement on Auditing Standards No. 58. Reports on Audited  Financial Statements 
("Exposure Draft") o f  the AICPA Auditing Standards Board ("ASB"). The organization and 
operating procedures o f the Committee is described in the appendix to  this letter. These 
recommendations and comments represent the position o f the Illinois CPA Society rather than any 
o f the Committee and o f  the organizations with which they are associated.
The Committee supports the issuance of the statement ("SAS") and urge its issuance at an early date 
to provide further guidance for CPA's that issue opinions on financial statements. However, we do 
have some suggestions for revision that we hope you will consider seriously before issuance o f the 
final statement. These suggestions are as follows:
1. P age 24, p a rag raph  31. We recommend the deletion o f  the word "ordinarily", or, 
alternatively, give examples of when an unqualified opinion would not be appropriate.
2. Page 28. Delete the last sentence o f paragraph 47 and both paragraphs 48 and 49 since this 
discussion opens up the concept o f materiality to a new measurement principle: an amount 
might be material to one financial statement and not the other, and, depending on the 
circumstances, result in not being considered material to either statement. We feel that the 
current principle o f materiality should not be disturbed. Materiality relates to an amount that, 
if  known to the reader o f the financial statements, would effect the reader’s conclusions about 
the financial statements taken as a whole.
2  2 
S O U T H  
R I V E R -  
S I D E P L A Z A  
S U I T E  16 0 0  
C H I C A G O .  I L .  
6 0 6 0 6  - 6  0  9  8
F A X :  3 1 2 - 9 9 3 - 9 4 3 2  
T E L :  3 1 2 - 9 9 3 - 0 3 9 3  o r  
6 0 0 - 9 9 3 - 0 3 9 3  ( I l i n o is  o n ly )
Response to ED o f Proposed Statement on Auditing Standards, Amendment to  S AS No. 58 (Cont'd) 
Page 2
3. Page 33, parag raph  66. Consider giving an example o f  the wording an auditor would use 
in disclaiming an opinion.
We would be pleased to  discuss our comments and recommendations with you at any time.
Very truly yours,
Sharon J. Gregor
Chair o f  Committee on Auditing Services
appendix a
ILLINOIS CPA SOCIETY 
AUDITING SERVICES COMMITTEE 
ORGANIZATION AND OPERATING PROCEDURES
1995- 1996
The Auditing Services Committee of the Illinois CPA Society (the Committee) is 
composed o f 17 technically qualified, experienced members appointed from industry, 
education and public accounting. These members have Committee service ranging from 
newly appointed to 15 years. The Committee is a senior technical committee of the 
Society and has been delegated the authority to issue written positions representing the 
Society on matters regarding the setting of auditing standards.
The Committee usually operates by assigning a subcommittee of its members to study 
and discuss fully exposure documents proposing additions to or revisions o f auditing 
standards. The subcommittee ordinarily develops a proposed response which is 
considered, discussed and voted on by the full Committee. Support by the full 
Committee then results in the issuance of a formal response, which at times, includes 
a minority viewpoint.
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Jon H. Flair, Chairman
Jon H, FlairResponse Submitted by:
General Comment - All Committee members favored the proposed SAS, and 
agreed with the rationale for eliminating the uncertainties explanatory 
paragraph illustrated in Paragraph 32 o f AU Section 508.
Executive Director 
Grady R. Hazel, CPA
Society of Louisiana 
Certified Public Accountants
2 4 0 0  V e te ran s  B lvd.. S u ite  5 0 0  
Kenner. LA 7 0 0 6 2 -4 7 3 9  
(5 0 4 )4 6 4 -1 0 4 0  
( 8 0 0 )  288-5272 
(504) 469-7930 (Fax)
One member felt that the stated rationale for eliminating the uncertainties 
explanatory paragraph, because the paragraph is redundant I f  the pertinent 
information associated with the uncertainty is already presented in the notes 
to  the financial statements (as presented in the fourth paragraph o f 
“Background Information” of the Exposure Draft), creates a strong precedent 
for eliminating the “going concern” paragraph required by SAS 59. He felt 
that this paragraph was also redundant because it presented no additional 
information to that contained in the note disclosures required by SAS 59 
when the auditor concludes that there is substantial doubt about an entity’s 
ability to continue as a going concern. The redundancy o f  this paragraph 
becomes more apparent as the disclosures required by SOP 94-6 are made.
One member o f the Committee felt that new footnote 13, i f  it adds anything 
to  new Paragraph 19, should actually be a part o f the body o f  new Paragraph 
19.
 
CROWE CHIZEK
October 1 9 , 1995
Ms. Judith M. Sherinsky, Technical Manager
Auditing Standards Division File 4293
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Ms. Sherinsky:
We are pleased to com m ent on the proposed statement on auditing standards to amend SAS 
No. 58, "Reports on Audited Financial Statements." We support the proposal.
At the time SAS 58 was adopted, some members of the Auditing Standards Board believed at 
that time that it w as appropriate to remove the requirement for an auditor to include an 
emphasis paragraph for an uncertainty that was properly measured and disclosed under 
generally accepted accounting principles. The SEC was reluctant to accept this and, rather 
than have two forms of auditor reports, the majority of the Auditing Standards Board at that 
time declined to remove this requirement. We are pleased to now see the Auditing Standards 
Board remove this requirement.
In hew paragraph 79, the transition discussion should specifically state and allow a prior audit 
report that is reissued after the effective date of this new statement to om it any uncertainty 
paragraph previously included under SAS 58's requirement. Otherwise, readers will be 
confused by an auditor's report on comparative financial statements that refers to an 
uncertainty for 1995 but is silent on the same uncertainty in 1996. W e assum e the Auditing 
Standards Board intends reissued reports to conform to the new statement but it w ould help if 
this matter were clearly stated.
In new paragraph 48, change "shareholder's" to "shareholders'."
If you have any questions, please contact Jim Brown.
Very truly yours,
Crowe, Chizek and Company
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October 17, 1995
J u d i th  M. Sherinsky , Technical Manager
A u d itin g  S tandards D iv ision , F i le  4293
AICPA
1211 Avenue o f  the Americas
New York, NY 10036-8775
Dear Ms. Sher insky ,
Thank you f o r  the  opportun ity  to  comment on th e  P roposed  S tatem ent 
on A u d itin g  S tandards, Amendment to  S tatem ent on A u d itin g  S tandards 
No. 58, R eports  on Audited F inancia l S ta te m e n ts . Members o f  our 
s t a f f  have review ed the proposed amendments and a re  i n  su p p o rt o f 
th o se  amendments.
D uring our review  we d id  id e n tify  two in s ta n c e s  where we b e lie v e  the  
fo o tn o te  number i s  in c o rre c t. Page 25 o f  th e  d r a f t  c o n ta in s  a 
fo o tn o te  la b e le d  ”16” and we b e lie v e  i t  shou ld  be " 1 5 ."  Page 35 
c o n ta in s  a  fo o tn o te  lab e led  "26" and we b e lie v e  t h i s  sh o u ld  be "25 ."
A gain , th an k  you fo r  allow ing us to  p a r t i c ip a te  in  due p ro c e s s .
S in ce re ly,
V ick ie  Rauser 
A udit Manager
V R /c /d d l. l t r
US. Department 
of Transportation
Maritime
Administration O c to b e r  1 2 ,  1 9 9 5
Judith M. Sherinsky
Technical Manager, Auditing Standards Division
File 4293
AICPA
Avenue of the Americas
New York, NY 10036-8775
Dear Ms. Sherinsky:
The Maritime Administration relies upon annual audited financial 
statements in the award to and covenant monitoring of commercial 
enterprises involved in maritime aids programs.
We have particular interest in the proposed treatment regarding 
"Emphasis of a Matter" (proposed paragraph 19 on page 20) of the 
Draft.
We believe it would be helpful to reinforce proper and adequate 
disclosures by clarifying that the cited examples in the proposed 
paragraph are addressed in the footnotes to the financial 
statements. We recommend that while emphasis of a matter would 
be in a separate paragraph and not in the opinion paragraph the 
separate paragraph should, appear or begin to appear on the same 
page as the opinion paragraph. If this presentation is not 
possible then it should be clearly stated on the opinion page of 
the audit report that "Emphasis of a Matter" follows. We believe 
that such a presentation is needed to make it a prominent part of 
the report in order to alert users of the additional paragraph. 
Finally, we recognize the need for a balance between the 
auditor's discretion and professional judgement and consistency 
in reporting, particularly where emphasis of a matter is 
optional. We believe that an indepth presentation on the 
underlying reasons for emphasizing a matter and elaborating on 
the discussion of examples are needed to provide adequate 
guidance.
We appreciate the opportunity to comment on the draft and are 
available to further assist you.
Sincerely
Richard J. McDonnell, Director 
Office of Financial Approvals
Recycled
Recyclable
School of Accountancy 
College of Business Arirnlnlslralion 
San Diego Stale University 
5500 Campanile Drive 
San Diego CA 92182-8221
(61 9 ) 5 9 4 -5 0 7 0  
(619) 594-1573 FAX
October 20, 1995
Ms. Judith M. Sherinsky 
Technical Manager 
Auditing Standards Division, File 4293 
AICPA
1211 Avenue o f  the Americas 
New York, NY 10036
Dear Judith:
The Auditing Standards Board Liaison Committee of the Auditing Section o f the American 
Accounting Association appreciates the opportunity to comment on Auditing Standards 
Board Exposure Draft titled Amendment to Statement on Auditing Standards No. 58, 
“Reports on Audited Financial Statements ”
The members o f the committee note that the stated rationale for elimination o f  the uncertainty 
modification is the fact that it does not provide additional information beyond that already 
included in the financial statements. The committee members agree with the basic premise 
that information obtained from a modification o f the auditor’s report for an uncertainty is by- 
and-large redundant. However, we wish to point out that paragraph 26 o f current SAS No. 
58 requires the auditor to make an independent assessment of the probability and materiality 
o f reasonably possible losses in determining whether or not to modify the report. Therefore, it 
could be argued “conceptually” that there is some information content related to the auditor’s 
decision to modify, or not modify, in these situations. The possibility that this may represent 
additional information is supported by research performed by Raghunandan, Grimlund and 
Schepanski (1991). If  the auditors’ modification does provide useful information to users, 
passage o f the amendment may serve to increase the expectation gap.
The research regarding the value of this information to users of financial statements is 
inconclusive. Results o f research on the eff ect o f the uncertainty modification on stock prices 
has been mixed. A stock reaction has been found in some studies but not in others. (See 
Asare 1990; and Dopuch, Holthausen, and Leftwich 1986.) However, a major limitation of 
these studies is the inability to isolate the effect o f the modification, because it is released with 
the related financial statement information. Research results regarding the effect o f the 
uncertainty modification on lending decisions has generally found that loan d ecis io n s are not 
affected by the inclusion of the modified report. (See Libby 1979 a, b; and Abdel-khalik,
Graul, and Newton 1986.)
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There is existing research that may have implications about the quality o f auditors’ decisions 
to modify their reports. These studies have examined the ability of auditors to interpret 
numerically the meaning of the terms ‘‘reasonably possible” and “probable.” In general the 
results have indicated a lack of consistency across auditors in the probability ranges associated 
with these terms and the related decision to disclose or not disclose a contingency. (See 
Schultz and Reckers 1981; Jiambalvo and Wilner 1985; Harrison and Tomassini 1989; and 
Raghunandan, Grimlund, and Schepanski 1991.) In addition, research has demonstrated a 
lack o f consistency between auditors’ and financial statement users’ interpretations o f the 
probability ranges associated with linguistic expressions of uncertainty (See Reimers, 1992; 
and Ponemon and Raghunandan, 1984).
If this amendment o f  SAS 58 is adopted, the members of the committee also are concerned 
about the education o f users. Since the adoption of SAS 58, users have developed an 
expectation that auditors will modify their reports for significant uncertainties. The AICPA 
should consider how users may be best educated about the effect of this amendment on the 
audit reports that they will receive in the future.
The members of the committee believe that it is important for the Auditing Standards Board 
to consider these issues and the related research in its deliberations of the amendment.
Sincerely,
Ray Whittington, Chairman
Mohammad J. Abdoltnohammadi, Bentley College
William N. Dilla, University of Missouri-St. Louis
William F. Felix, University of Arizona
Henry R. Jaenicke, Drexel University
Jane F. Mutchler, Penn State University
David B. Smith, University of Dayton
Carl S. Warren, University o f Georgia
1251 A v e n u e  o f  t h e  A m e r i c a s  
N e w  Y o r k ,  N Y  1 0 0 2 0
Telephone 212 819 5000
Price Waterhouse llp
October 25, 1995
Ms. Judith M. Sherinsky
Technical Manager
Auditing Standards Division
American Institute of Certified 
Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
File 4293
Proposed Amendment to SAS 58  "Reports
on Audited Financial Statements
We are pleased to have this opportunity to comment on the Auditing Standards 
Board’s proposed amendment to SAS 58, "Reports on Audited Financial 
Statements."
We support the proposed elimination of the SAS 58 requirement that auditor’s 
reports include a mandatory explanatory paragraph when certain uncertainties 
exist. Further, we believe that the amendment should become effective for reports 
issued or reissued on or after January 1, 1996. We believe that the substance, 
if not the body, of the amendment can be communicated to practitioners within 
sufficient time to allow for a January 1, effective date, and that practitioners will 
need little, if any, time to implement this amendment. We also believe that 
delaying the effective date of the amendment but permitting early application of 
its provisions places the knowledgeable reader of auditor reports in the position 
of having to guess whether a specific report was written in accordance with the 
"A" rules or the "B" rules.
We will be pleased to answer any questions you may have on our response to this 
proposed amendment.
Sincerely,
Auditing Standards Board Liaison Committee page 3
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California
Society
Certified Judith M. Sherinsky, Technical Manager
Public File 4293
Accountants Auditing Standards Division, AICPA
1211 Avenue o f the Americas
Peer New York, NY 10036-8775
Review
Program Dear Ms. Sherinsky:
The Accounting Principles and Auditing Standards Committee o f  the California Society o f 
Certified Public Accountants ("AP& AS Committee") has discussed the exposure draft o f 
the proposed Statement on Auditing Standards, Amendment to Statement on Auditing 
Standards No. 58, Reports on Audited Financial Statements, dated July 20, 1995 and has 
a comment about the proposed standard.
The AP & AS committee is a senior technical committee o f our state society. The 
Committee comprises 50 members, o f which 14% are from national CPA firms, 54% are 
from local or regional firms, 24% are sole practitioner in public practice, 4% are in 
industry, and 4% are in academia.
The committee supports the issuance o f the document, but has the following suggestion 
for improvement, based on our deliberations on the exposure draft.
We agree with paragraph 19 addressing that an auditor may wish to  emphasize a matter 
and we particularly agree with the related footnote 13 reiterating that “such paragraphs 
are optional and may be added solely at the auditor’s discretion.” However, given the 
almost infinite number of possible examples o f matters which an auditor may wish to 
emphasize, we believe that including selected examples may incorrectly convey the 
implication that the listed examples merit more consideration than other examples. Given 
the current litigious environment and the clear guidance that the decision to  emphasize a 
matter is solely at the auditor’s discretion, we recommend that all examples be eliminated.
255 Shoreline Drive 
Redwood City, CA 
94065-1412 
(415) 802-2486
FAX (415) 802-2350
Judith Sherinksy 
October 20, 1995
We support the exposure draft and hope you find our suggestion constructive. We will be 
happy to clarify it, if you have questions.
Sincerely,
Jessie C. Powell, Chair
Accounting Principles and Auditing Standards Committee 
California Society o f Certified Public Accountants
cc: Jim Kurtz, Executive Director 
Gale Case, Society President
2For example, the broad description of scope restrictions in 
paragraph 22 would appear to cover most uncertainty situations that 
require a CPA to disclaim an opinion. The paragraph provides for 
disclaimers when the auditor faces audit scope restrictions, 
”...(w)hether imposed by the client or by circumstances, such as 
the timing of his work, the inability to obtain sufficient 
competent evidential matter, or an inadequacy in the accounting 
records...” (emphasis added.) If this reporting option is to 
remain in the document it should be supported with additional 
guidance to ensure that practitioners understand when and how it is 
to be used.
* * *
We appreciate the opportunity to present these comments on behalf 
of the Private Companies Practice Section. We would be pleased to 
discuss our comments with you at your convenience.
Sincerely,
Robert 0. Dale, Chair
PCPS Technical Issues Committee
ROD:geh
Enclosure
File 2221
cc: PCP Executive and PCPS Technical Issues Committees
605 Third Avenue 
New York, NY 10158-0142 
212  5990100  
FAX 212 3704520
October 27, 1995
Ms. Judith M. Sherinsky 
Technical Manager 
Auditing Standards Division 
File 4293
American Institute of CPAs
Grant Thornton  
grant thornton llp Accountants and
Management Consultants
The U.S. Member Firm of 
Grant Thornton International
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Ms. Sherinsky:
We are pleased to comment on the Proposed Statement on Auditing Standards, Amendment to 
Statement on Auditing Standards No. 58, Reports on Audited Financial Statements. We support the 
issuance of the proposed amendment, however, we believe that the following comments should be 
incorporated.
General Comment
We believe that the requirement for an explanatory paragraph for situations where there is substantial 
doubt about the entity’s ability to continue as a going concern is not necessary provided that the 
uncertainty has been appropriately disclosed in the financial statements. The disclosure requirements of 
Statement of Position 94-6 Disclosure o f Certain Significant Risks and Uncertainties overlaps the 
requirements of SAS 59, The Auditor’s Consideration o f an Entity’s Ability to Continue as a Going 
Concern. SOP 94-6 requires the disclosure of risks and uncertainties that could significantly affect the 
amounts reported in the financial statements in the near term. Accordingly, uncertainties regarding an 
entity’s continued existence are required to be disclosed in the financial statements as a significant risk 
or uncertainty. The requirement to discuss selected uncertainties in the auditor’s report and not others 
may confuse many users and impair their ability to distinguish between those uncertainties that must be 
discussed in the auditor’s report and those that are no longer required.
 
Specific Comment
The term “unusually important” in bullet 5 of paragraph 19 should be defined since it is a  threshold for 
disclosure within the auditor’s report. Without additional guidance there may be inconsistency in the 
reporting of such matters.
We appreciate the opportunity to provide our comments on the Proposed Statement. Please call Barry 
Barber at (212) 599-0100 if you have any questions.
Sincerely,
AICPA
American 
Institute o f 
Certified 
Public
Accountants
Division for CPA Firms
1211 Avenue of the Americas 
New York, NY 10036-8775 
(212) 596-6200
Fax (212) 596-6213
October 31, 1995
Judith M. Sher insky, Technical Manager 
Auditing Standards Division, File 4293 
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775
Re: Exposure Draft on Proposed SAS Amendment to S A S  N o .  5 8
Reports on Audited Financial Statements
Dear Ms. Sherinsky:
One of the objectives that Council of the American Institute of 
CPAs established for the Private Companies Practice Executive 
Committee is to act as an advocate for all local and regional firms 
and represent those firms' interests on professional issues, 
primarily through the Technical Issues Committee (TIC). This 
communication is in accordance with that objective.
TIC has reviewed the proposed guidance contained in the above 
referenced exposure draft and is pleased to provide the following 
comments and suggestions.
Overall
TIC agrees with the Board's proposal to eliminate the requirement 
for an uncertainties explanatory paragraph in the auditor's report. 
If Statement of Position 94-6 and SFAS No. 5 are properly applied, 
there should be no need to require further emphasis of 
uncertainties in the audit report. However, we were pleased to see 
that the proposal gives auditors the option of including an 
uncertainties emphasis paragraph.
Clarifying Applicability of Paragraph 66
Paragraph 66 provides for disclaimers of opinion in situations 
involving uncertainties associated with contingencies or 
significant estimates. However, without illustrations or further 
explanation, we believe it will be difficult for practitioners to 
determine the type of situation to which this paragraph applies.
